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Russia in the Modern World * 
By Dr. G. H. Bolsover 


SARIST Russia and Soviet Russia have often been 
regarded as an “enigma” by the rest of the world, 
partly because the information available about them has 
always been relatively meagre. This has encouraged the 
belief that, like other enigmas, the Russian “ enigma ’’ must 
have an “ answer,” and that if only it can be found, it will 
either conjure the Russian problem away or suggest an infallible 
means of solving it. Some have found the “ answer” in 
Russia’s conversion to Orthodox Christianity; others in her 
domination by the Tatars ; some in her urge to reach the sea ; 
others in her desire for security ; some in her belief i in Marxism- 
Leninism; others in the Slav “ temperament,” the Russian 
soul,” and even in the way in which the Russians swaddle 
their babies. But this tendency to treat Russia as an “ enigma” 
with an “ answer” is misleading and dangerous. She has 
not become what she is without the interplay of a variety of 
aphical, historical, economic, psychological, and other 
actors, and once these are taken into account she emerges as 
neither more nor less of an “ enigma” than Britain, France, 
Germany, the U.S.A., or any other Power. What is needed is 
more knowledge and study of her and a refusal to be bemused 
by the “ mysteriousness’”’ in which she has found it an 
advantage to be cloaked. 


EXPANSION UNDER THE TSARS 


In Tsarist times Russia was an expanding state on a 
considerable scale. Like other expanding states, she had 
setbacks and reverses. But none of them was more than 
temporary, and she always managed to emerge bigger and 





* This article attempts to sketch the position of Russia in the modern 
world, It is not concerned to evaluate the Russian point of view or to make 
judgements on Russian policy. It merely tries to set out the most significant 
features of Russia's position in the modern world and the major factors 
which have helped to determine it. 
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stronger than before they occurred. The centre from which 

her expansion proceeded was the Principality of Moscow, 

which became heir to the first Russian state of Kiev and to | 
the Khanates of the Tatars who destroyed Kievan Russia, 

The first main phase of Moscow’s expansion carried her power 

northwards to the Arctic Ocean and eastwards across the Urals 

and Northern Asia to the Pacific. The second phase carried it 

westwards to the Baltic and the Black Sea and into Eastern | 
Europe. The third phase carried it southwards across the 

Caucasus, into Central Asia, and into the Amur region and to 

Vladivostok on the Pacific. 

The result was that by the 2oth century Russia straddled 
Eastern Europe and Northern Asia in a vast land empire which | 
covered a sixth of the earth’s surface. In the north she was 
bounded by the Arctic Ocean and in the east by the Pacific. 
In the south her neighbours were the Chinese Empire, | 
Afghanistan, Persia, and Asiatic Turkey. In the west her | 
frontiers touched the Danube mouth and lay along the Pruth, 
the eastern borders of Austria-Hungary and Germany, the 
south-east shore of the Baltic, and the Gulf of Bothnia. Her 
population, which numbered only 13 millions in 1700, was 
already 36 millions by 1800 and had increased to 174 millions 
by 1914. It embraced a variety of peoples of different races, 
nationalities, religions, and levels of development. But the 
Great Russians from the Volga—Oka region remained the 
biggest and dominant element. 

Russia’s eastward expansion across Northern Asia was 
mainly accomplished between 1550 and 1650. It owed much 
to individual initiative and endeavour and met with com-| 

aratively little organized resistance of a serious character, | 
The lands through which it flowed were undeveloped and 
sparsely inhabited. But it started a long process of internal 
colonization, which increased their population to over 
10 millions by 1914. Her expansion westwards into Europe 
and southwards into the Caucasus and Central Asia was 
largely due to Government policy and brought her into more 
populous and developed territories than her expansion east- 
wards. But as in Northern Asia it encouraged internal 
colonization on a considerable scale. In the west it pushed 
her against strong, organized states and peoples as civilized 
as her own and involved her in a long series of wars and in 
the suppression of a number of “ national” risings among the 
Poles. Her greatest expansion westwards came between 1700 


and 


191 
Ins' 
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which and 1815. But in the succeeding century between 1815 and 
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1917 she moved her western frontier no further westwards. 
Instead, in the 19th century she expanded southwards across 
the Caucasus to the Araxes, into Central Asia as far as the 
Oxus, and into and beyond the Amur basin in the Far East. 

Russia has explained and tried to justify this steady and 
considerable territorial expansion on various grounds. She 
regarded her expansion into Northern and Central Asia 

artly as a natural colonizing movement into virtually empty 
Sods, partly as an advance of trade and of civilization against 
barbarism, and partly as the inevitable striving of a strong, 
organized state in contact with backward and nomadic peoples 
to reach forward towards stable and settled frontiers. Up to 
a point, she could also represent it as part of Christendom’s 
counter-offensive against Islam and of Europe’s expansion into 
other continents. But while other European states expanded 
and to some extent colonized overseas, Russia expanded and 
colonized overland. 

She similarly regarded her westward expansion as natural 
and justified. She claimed that her expansion against Poland 
meant the recovery of Russian territories and Orthodox 
communities which had fallen under foreign and Catholic 
control when the Tatar invasions swept over Kievan Russia ; 
that her drive towards the Baltic was prompted by the urgency 
of opening a “‘ window to the West” in the interests of her 
trade and economic development; and that her push to the 
Black Sea arose from her need for security against the Crimean 
Tatars and for control of the mouths of the Don and the 
Dnieper. In the early stages of her drive against the Ottoman 
Empire, she was also influenced by religious motives. But 
later she felt the force of other factors, such as her racial ties 
with the Balkan Slavs and the urge to control the Bosphorus 
and the Dardanelles, in order to bar entry to the Black Sea 
and gain egress to the Mediterranean. When she transferred 
her capital from Moscow in the interior to St. Petersburg 
near the frontier, she linked her subsequent expansion into 
Finland with the problem of strengthening St. Peterburg’s 
defences. In the late 19th century she also began to base her 
policy towards Persia and China on the new imperialism which 
was sweeping the rest of the European Powers. 

Russia’s expansion helped to make her one of the Great 
Powers of Europe by the rgth century and a World Power by 
the 2oth century. In the 18th century she was able to find 





: | 
allies who were ready to further her expansion westwards, | Ch 
But by the roth century the other European Powers were | 
becoming uneasy at her size and manpower resources and were | by 
afraid that she might dominate Europe if her westward int 
expansion continued. This was made clear even in 1815 atthe By 
end of the Napoleonic Wars when Britain and Austria tried | wh 
to prevent Alexander I’s acquisition of a large part of ethnic Sin 
Poland and allied with France against his and Prussia’s 
attempts to secure Saxony for Prussia in return for her acquies- | the 
cence in his Polish policy. One of Russia’s major aimsin Europe as: 
in the 19th century was to secure control over the Straits and Chi 
solve the problems created by the decay of Turkish rule in the | diff 
Balkans. But the other Great Powers were unwilling to let no 
her dominate Turkey and the Straits or continue her expansion the 
westwards at Turkey’s expense, and in 1833, 1853, and 1878, | mo 
when she seemed inclined to go too far, they vigorously | Rus 
intervened and obliged her to moderate her policy. The results | exp 
were that the Balkan peoples were able to emerge as independent | agri 
states and not as Russian protectorates, and that Russia had to | of j 
be satisfied with an international settlement of the Straits pro 
problem. agai 
Throughout the roth century she opposed the political | witt 
and social forces set in motion by the French Revolution and | poli 
tried to counter them by joining Austria and Prussia in an anti- | atta 
revolutionary front. But she accepted Bismarck’s unification her 
of Germany under Prussia, though it consolidated and with 
strengthened Central Europe and transformed the European | Asia 
balance of power. The new Germany greatly curtailed her | ont 
influence in Central Europe and supported Austria as a barrier she 
against her in South-Eastern Europe. Unification also re- Aus 
inforced the German Drang nach Osten, and made it a more | 
real and imminent threat to vital Russian interests in Eastern 
Europe. These developments eventually drove Russia into an 
alliance with France and into closer relations with Britain, in | whi 
an attempt to recreate a European balance of power which Her 
could hold German expansion in check. reac! 
Russia’s emergence as a World Power mainly affected it a 
Persia, China, Britain, and Japan. Russia acquired territory _ peri 
from Persia in the early part of the 19th century and from and 
China towards the middle of the century. But her ambitions was 
remained unsatisfied; and, as in her relations with Poland rem: 
in the 18th century and with Turkey in the roth century, she Prot 
hesitated between trying to dominate the whole of Persia and _ stroy 





5 
ards, China through friendly and subservient Governments and 
were | trying to control the border areas as the prelude to absorption 
were ' by herself. In Persia she inclined to the first of these policies 
ward in the hope that it might carry her influence to the Persian Gulf. 
tthe But in China she was more attracted by the second policy, 
tried | which seemed likely to bring her Manchuria and possibly 
thnic = Sinkiang and Outer Mongolia. 
$sia’s Britain viewed her expansion in Persia, Central Asia, and 
uies- the Far East with considerable uneasiness and interpreted it 
rope as a potential threat to India and to British trade with Asia and 
sand = China. It is true that certain sections of British opinion took a 
athe different line and saw in Russia’s expansion in Central Asia 
o let no more than a repetition of the process which had led to 
ision the extension of Britain’s own rule in India. But the general 
1878, mood in Britain was one of growing anxiety, especially when 
ously | Russian expansion in Central Asia was followed by Russian 
sults | expansion in China. The British Government aimed at an 
dent agreement with Russia defining British and Russian “ spheres 
ad to | of interest” in the Near and Far East. But when this policy 
traits proved only partially successful, they tried to build a barrier 
— against Russian pressure in the Far East by making an alliance 
itical | with Japan, which also felt threatened by Russia’s Far Eastern 
|and | policy. In 1904 Russia foolishly exposed herself to a Japanese 
anti- attack, and her defeat in the ensuing war was a serious blow to 
ation her Far Eastern Plans. It also led her to reach agreement 

and with Britain on “ spheres of interest” in Persia and Central 
pean Asia. These developments in Asia induced her to concentrate 
| her | on the German danger in Europe, and in the First World War 
rier she joined forces with Britain and France against Germany, 
) re- | Austria-Hungary, and Turkey. 
more 
stern INTERNAL DEVELOPMENT OF TSARIST RUSSIA 
Oo an Russia’s internal development followed lines of its own 
n, in | which were to some extent affected by her external expansion. 
hich = Her culture had its basis in Orthodox Christianity, which 
reached her from Byzantium as early as the oth century. But 
cted it also absorbed Asiatic influences, particularly during the 
itory period of Tatar domination, which cut Russia off from Europe 
from and turned her attention eastwards towards Asia. The result 
tions = was that in spite of its Christian basis Russian culture 
land remained distinct and separate from that of Catholic and 
, she Protestant Europe. Her political system was based on a 
and | strong central Government built round the personal autocracy 








6 


of the Tsar. It was deeply affected by her expansion and the 
wars entailed by it, which reinforced the malas towards strong 
government and the centralization of political power under the 
autocracy. They also strengthened the primacy of the state 
over the individual and demanded a burdensome military 
apparatus which strained her resources and helped to keep her 
relatively poor and backward. 


The centralization of political power enabled her to | 
develop as an essentially unitary state even when she expanded | 
into an empire composed of many different nationalities. It — 


also entrenched the position of the Great Russians, who 
remained the dominant nationality and the most active 
colonizers. On the other hand, it exposed the rest of her 
peoples to Russianization on a steadily increasing scale. Her 
economy remained almost entirely dependent on agriculture, 
and she was slow in developing industry and trade. Her 
social system had its basis in serfdom, which was gradually 
extended over a peasantry who had once been free. 

During the 18th and 19th centuries her internal develop- 
ment became increasingly affected by European influences, 
which she began to absorb as she expanded westwards. At 
first, she borrowed from Europe unwillingly and under pres- 
sure from her rulers, who were mainly interested in Europe’s 
technical achievements. But in the course of time European 
influences and ideas began to be welcomed and sought after, 
and they eventually became so widespread among the upper 
classes that they created a gulf between these classes and the 


= mass of the people and destroyed the separateness and | 


mogeneity which had characterized Russian civilization in 
the Muscovite period. The Government usually tried to 
restrict the introduction of European influences in the main 
to technical matters, in the hope of keeping out ideas which 
might stimulate political and social discontent. But they 


fought a losing battle in _ of strict censorship and control, | 


and in the 19th century the impact of European ideas helped 
to cause a great intellectual ferment in Russia. 

This intellectual ferment inspired outstanding achieve- 
ments in literature and in other fields, which showed that 
Russia could give to as well as borrow from Europe. It also 
stimulated a searching enquiry into the basis and purpose 
of Russian civilization. On the one side, the Westernizers 
maintained that Russia was essentially a part of Europe and 


trial and agricultural revolutions of the late 1 
| centuries. The emancipation of the serfs in 1861 helped to 
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ought to be developed on the same cultural, political, and social 

attern as other European states. On the other side, the 
Sivophils argued that Russia was as basically different from 
Europe as Orthodoxy from Catholicism, and that, instead of 
trying to mould herself on Western lines, she ought to revive 
and strengthen her traditional civilization based on the 
Orthodox Church, the peasant commune, and Muscovite 
autocracy. The Russian radicals and early socialists blended 
elements from each of these trends in a mixture which differed 


_ from both. Like the Slavophils, they rejected the individualist, 
industrialized, bourgeois society of the West and pinned their 


hopes on Russia’s peasant masses. But like the Westernizers, 
they regarded Russia as part of Europe and believed that it was 
her mission to lead Europe to socialism. 

In the economic field, Russia’s development lagged far 
behind her rising status as a European and World Power. At 


_ the beginning of the 18th century Peter the Great made 


strenuous efforts to mobilize her economic resources in order 
to equip her for his wars against Sweden and Turkey. But 
she was slow to adopt and develop the new techniques and 
skills which carried large areas of Europe ee the indus- 

th and roth 


accelerate both her agricultural and industrial development, 
and her industry in particular began to attract substantial 


pet | capital investments from abroad. But although the rate of 


development in most branches of her heavy industry began 


- to exceed that of the other Great Powers, she still lagged 


behind them in yearly output even on the eve of the First 


| World War, when her coal, iron, and steel output was 36, 4-8, 
_ and 5-2 million tons respectively compared with 292, 10°5, 


and 7°8 million tons in Britain, 40-8, 5-2, and 4-7 million 
tons in France, and 190, 19°3, and 18-9 million tons in 


' Germany. Her population on the other hand was from three 


to four times as great as that of any other European Power. 
The weaknesses in Russia’s political, economic, and social 
system contributed to her defeat in the Crimean War of 1854-6, 
which led the Government to emancipate the serfs with part of 
the land and to reform local government and other branches of 
the administration. But they lacked the will and ability to 
reorganize Russia as quickly and thoroughly as educated 
opinion considered necessary. This provoked growing public 
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criticism of the autocracy, which the Government met with | 
renewed reaction and repression. 


Towards the end of the century, industrialization created | 


serious new problems which intensified the demand and 
pressure for thorough-going reforms. In particular, it 
encouraged the spread of Marxist ideas from Western Europe 
and led to the formation of a revolutionary social democratic 
party based on the industrial workers, which soon split into 
militant Bolshevik and more moderate Menshevik groups. It 
also strengthened the middle class, which began to demand far- 
reaching constitutional reforms and the transformation of the 
autocracy into a Parliamentary monarchy. At the same time, 
the ag wend became more insistent in their demand for more 

Russia’s defeat in the Russo-Japanese War of 1904-5 
still further weakened the Government’s authority and prestige 
and forced them to yield to popular discontent by agreeing to 
the establishment of a representative assembly. But the 
autocracy was still unwilling to turn itself into a real con- 
Sstitutional monarchy. It also lacked the energy and ability to 


deal effectively with the social problems which were agitating | 


the country. 


The result was that when Russia entered the First World | 
War she was gravely handicapped by an accumulation of | 


unsolved political and social problems. The War itself created 
new strains and stresses which were more than the autocracy 
could cope with, and in February, 1917, it collapsed under 
its own inefficiency and weakness and the pressure of public 
discontent. In the ensuing turmoil the army and nation began 
to clamour for peace, and the peasants set about dispossessing 


the landowners and taking the land for themselves. This 
helped to undermine the authority of the provisional Govern- | 


ment and created a deteriorating situation in which the 
Bolsheviks were able to seize power in Russia in October, 1917. 
They have held it ever since. 


INTERNAL DEVELOPMENT IN THE SOVIET PERIOD 


The Bolshevik revolution was the work of a small, militant 
communist party, led by professional revolutionaries ‘who saw 
in Marxism as interpreted by Lenin a scientific theory of 
universal application which enabled them to understand social 
laws as a means to social change. They believed that 


capitalism as a world system had reached its final form in | 


imperialism, and that in this imperialist form its inherent 
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contradictions and class struggles would automatically generate 


by a classless socialist system. They also believed that it was 
the mission and duty of the working class to help this 
“historical process” forward by using force to overthrow 
capitalism and by establishing a dictatorship of the proletariat 
to build socialism. 

When they seized power in Russia in 1917, the Bolsheviks 
acted in the name of the Russian working class. But the scope 
of their aims was international, not merely Russian. They 
knew that as a predominantl agricultural country Russia still 
lacked most of the essentials for socialism as Marx conceived it. 


_ But they considered her to be the weakest link in the capitalist 


and imperialist system, and the link at which the system would 
begin to break. They also believed that their seizure of power 


_ in Russia would be the signal for revolutions in the highly 


industrialized countries of Western Europe where the basis 
for socialism already appeared to exist, and that these 
revolutions in their turn would lead to the overthrow of 
capitalism on a world scale and enable Western Europe to come 
to Russia’s help in building socialism in Russia. 

Their expectation of immediate and successful socialist 
revolutions in Western Europe proved to be mistaken. But 
they still retained power and tried to build socialism in Russia 
without the kind of help from more advanced countries which 
they had originally envisaged. They also continued to look 
forward to the downfall of capitalism as a world system and to 
its replacement by world socialism. But their original mis- 
calculation was of crucial importance. The Bolshevik revolution 


| still proved to be a major development in Russian and world 
history. But instead of enabling Western Europe to set the 


pattern of Marxist socialism in accordance with Western 
standards and potentialities, it allowed Russia to set the pattern 
in accordance with Russian standards and potentialities. The 
result was that Russia came to regard this pattern as the only 
true and scientific pattern and as the pattern to be followed by 
the rest of Europe and the world. 

In 1917 very few Russians were Marxists or wanted 
socialism of the Marxist variety. But the Communists secured 
amonopoly of power in Russia and used it with great energy and 
tuthlessness to force the country through a political, cultural, 


economic and social revolution which aimed at building 


socialism in accordance with Marxist-Leninist precepts. 
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Their policy has passed through four main phases. During 
the first phase, which continued till 1922, their primary tasks 
were to win the civil war, defeat foreign intervention, establish 
public ownership of the means of production, and create and 
organize the Soviet Union out of the ruins of the Russian 
Empire which had fallen apart under the pressure of national 
movements and other disruptive forces. In the east and south 
they succeeded in re-establishing the old imperial frontiers, 
except for Kars and Ardahan, which went to Turkey. But in 
the west they lost Finland, the Baltic provinces, most of the 
former Polish territories, and Bessarabia. 

During the second phase, which lasted till 1928, they 
were faced with the two major problems of reviving the 
country’s economy, which had declined catastrophically by 
the end of the civil war, and resolving a bitter struggle for 
power which broke out inside the party after Lenin’s death 
in 1924. They were able to stimulate economic recovery by 
allowing private enterprise much greater scope than during 
the civil war period, particularly in domestic trade and in 
agriculture, which now rested almost exclusively on small- 
scale t farming. But they prevented private enterprise 
from a too powerful by retaining state ownership and 
control of all key undertakings. By 1928 the struggle among 
the party leaders was resolved by the triumph of Stalin, with 
his — of “ socialism in one country.” But it resulted in 
the 





| 





anishment of Trotsky and in the eventual elimination of | 


other rivals of Stalin, such as Bukharin, Zinoviev and Kamenev. 

During the third phase, which lasted till 1937, Stalin 
and his colleagues set themselves the task of establishing what 
they conceived to be full socialism in the Soviet Union. This 
involved them in the virtual elimination of private enterprise, 
rapid industrialization under public ownership, and the 
collectivization and mechanization of agriculture. During the 
fourth phase, which is still in progress, they have continued 
to expand industry and agriculture in an effort to create 
conditions which they believe will enable them to turn Soviet 
socialism into communism. The Second World War tem- 


porarily disrupted their plans. But as soon as it ended they | 


reverted to their policy of moving forward to communism. 
During all these different phases the Communists have 
retained their monopoly of power in Russia and have used it to 


implement their policy through the machinery of the Soviet | 


state. Between February, 1917, and 1940 their numbers 
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ining | increased from 45,000 to 3,400,000. But in spite of this 
tasks | expansion, the party has remained a highly disciplined body, 
blish | with authority increasingly centralized in the higher officials 
-and | with Stalin at their head. In contrast to the autocratic and 
ssian unitary structure of the Tsarist state, the Soviet state was 
ional | given a democratic and federal structure, based on a written 
outh — constitution which established elected soviets at different levels 
tiers, _ and used the federal principle to meet the wishes of the various 
utin | nationalities. But in practice, it has maintained the Russian 
f the | tradition of strict centralization, partly because the constitution 
itself was careful to leave the realities of power with the central 
they | Government, and partly because the whole of the state 
the | machinery has continued to be the instrument of a single 
y by | highly centralized and disciplined party which allows no other 
e for | political party to exist. 
leath The state’s range of action has also become even wider in 
y by | the Soviet Union than in Tsarist Russia and now embraces the 
ring | whole field of man’s activity, including his economic activity. 
din | This has naturally reinforced the primacy of the state over the 
mall- | individual, which was traditional in Tsarist Russia, and has 
pris¢é | greatly increased the size and influence of the bureaucracy, 
and | including the police. It has also enabled the Soviet state to 
nong | mould the cultural and intellectual development of its citizens 
with | to an extent which was impossible even for the Tsarist state. 
din | The Soviet state has used its powers to achieve a great 
m of expansion of education at all levels and among its many 
nev. different nationalities. It has also encouraged the development 
talin § of the various national languages, which were repressed in 
what | Tsarist Russia. But at the same time it has used every means 
This | at its disposal to make Marxism-Leninism the basis of 
rise, intellectual and cultural activity as well as of political and 
the | economic activity. It has also enforced the principle that while 
y the Soviet culture may be “ national in form” it must become 
nued “socialist in content.” The result has been that it has 





reateé | enshrined Marxism-Leninism as the new orthodoxy, attacked 
oviet | non-conformity of every kind, imposed a common basic pattern 
tem- | of development on Russians and non-Russians alike, and given 


they | them a grossly distorted picture of developments abroad. Its 


1. ultimate aim is to create a new “ Soviet man” who will have 
have | a materialist and atheist Philosophy in place of a religion. 
it to | Stalin’s policy of “socialism in one country,” which 


oviet | began to be applied in 1928, had its basis in his two-fold 
ibers | conviction that the Soviet Union could build a fully socialist 
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tem herself without waiting for help from revolutions 
elsewhere, and that she must either speedily transform herself 
into a first-class industrial power or invite attack and defeat by 


the capitalist world. Its chief features were the final elimination | 


of capitalist enterprise in Soviet economy, comprehensive 
planning of economic and other development in a series of 


five-year plans, rapid industrialization, and the collectivization | 


and mechanization of agriculture. 

Stalin and his colleagues showed ruthless energy in carrying 
through the economic and social revolution at which they aimed, 
In industry their plans laid the major emphasis on expansion 


in heavy industry and left consumer goods industries a bad | 


second, They knew that they could expect no help from foreign 


investments, and that the Soviet people themselves would have | 


to provide the necessary resources and make sacrifices to do it, 
at least in the initial stages. They assigned an unusually high 
proportion of the national income to developing the country’s 
economy: between 25 and 33 per cent. in the first five-year 
plan and rather less in subsequent plans. This, together with 
the difficulties created by agricultural collectivization, forced 
them to introduce rationing between 1930 and 1935. But they 
tried to inspire the Soviet people with the idea that they were 
building a new and better world. They also offered them 
material incentives by such measures as paying the highest 
wages in the heavy industries, giving extra rewards and special 
privileges to the best workers, greatly expanding education and 
technical training, and reducing manual labour through the 
greater use of machinery. They brought women into industry 
on an increasing scale and showed no qualms about making 
considerable use of forced labour or, when deemed necessary, 
about restricting the free movement of labour and directing 
highly skilled labour. In agriculture, their policy of col- 
lectivization involved the destruction of the richer peasants 
as a class and brought them into conflict with even wider 
sections of the peasantry. But they had won the battle for 
collectivization by 1933, and as industry expanded they were 
able to embark on the mechanization of agriculture. 

Their policy soon enabled them to overcome the indus- 
trial backwardness which the Soviet Union had inherited 
from Tsarist Russia. Between 1928 and 1938 the annual 
output of coal rose from 35°5 to 133 million tons, that of oil 
from 11-7 to 32 million tons, of pig-iron from 3-3 to 14°6 
million tons, of steel from 4-3 to 18 million tons, of electric 
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| power from 5 to 39 milliard kilowatt hours, of tractors from 
1,200 to 80,000 and of motor-vehicles from 700 to 211,000. 
(| Other important features of this rapid industrial expansion were 
asharp rise in the number of industrial and white-collar workers 
from 11°6 millions in 1928 to 30.4 millions in 1940, a big 
development of industry and an increase in population in 
_ the eastern — of the country, and a marked growth in the 
‘number and size of towns. All this helped to expand the 
country’s military potential and provided a solid basis for 
strong armed forces and for a rapid increase in armaments. 
Agricultural output naturally expanded much more slowly. 
Collectivization and mechanization were followed by an 
increase in the output of grain and technical crops. But the, 
number of livestock fell sharply during collectivization and 
was still below the 1928 figure even in 1940. 

By 1937 Stalin and his colleagues were telling the Soviet 
people that the Soviet Union had largely completed the task 
of building a classless socialist society in which no man 
exploited another and all worked according to their abilities 
and received according to their work. They added that the 
country was now entering a new phase of transition from 
socialism to communism, which was the ultimate goal of the 
revolution and would be reached when all worked according 
to their abilities and received according to their needs. They 
also claimed that the Soviet system was a better and higher 
form of democracy than bourgeois democracy, and that it 
stood unequalled in the rights and opportunities which it 
gave to its citizens without distinction of sex, race, or creed. 
But the political trials and purges of 1936-7 strengthened 
the general view abroad that the Soviet system functioned as 
an authoritarian, totalitarian, one-party state directed by Stalin 
and a handful of colleagues through the communist party and 
an increasingly powerful and centralized state machine. 

Hitler’s invasion of the Soviet Union in 1941 subjected 
the stability and efficiency of the Soviet system to an even 
more searching test than that to which Napoleon’s invasion 
had subjected the Tsarist system in 1812. It stood the test 
and emerged with increased confidence in itself. During the 
War the Soviet leaders found it expedient to make certain 
relaxations in their ideological and economic policies. But 
these relaxations in no way altered the basic features of the 
Soviet system as it had developed under Stalin, and when 
war ended they were soon abandoned. 
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The Soviet Union suffered enormous losses in men and | “ Pé 
property as a result of the War, and in 1946 the Government poli 
introduced a new five-year plan which aimed at making good | the 
this war-time damage and expanding the country’s economy fully 
above the pre-war level. They have also carried the collectiviza- | Tt0' 
tion of agriculture a step further by amalgamating small collec. | eV. 
tive farms into bigger units which are more suitable for | d#ve 
mechanization and release labour for industry. They fixed {r' 
the 1950 output targets in the main branches of heavy industry 
and agriculture at 19°5 million tons of pig-iron, 25-4 million | 4 
tons of steel, 35-4 million tons of oil, 250 million tons of coal, | Umi 
80 milliard kilowatt hours of electrical energy, 500,000 motor. | State 
vehicles, 127 million tons of grain, and 3-1 million tons of | 9US 
raw cotton. They also continued the pre-war trend towards | serie 
the economic development and internal colonization of the 
eastern parts of the country. | 

The Soviet Union has attained her output targets for | 94! 
1950 and even surpassed them in many branches of the | “Pit 
economy. These successes have carried her a step further in | the f 
the transition from Soviet socialism to communism and | btw 
nearer to the longer-term targets which Stalin set in 1946 of | hi 
50 million tons of pig-iron, 60 million tons of steel, 500 million | Sart 
tons of coal, and 60 million tons of oil. In contrast to 1914, the r 
she now has a much greater industrial output than any other | 1s 
country in Europe. But she still lags far behind the U.S.A,, | ‘ates 
which she has always wanted to outstrip as an industrial power.'  MP¢ 


SOVIET FOREIGN POLIcy UP TO 1939 in th 


The Bolshevik revolution and the establishment and 
development of the Soviet Union naturally had a profound | ideol 
effect on Russia’s relations with the rest of the world. The | into 
Soviet leaders believed that the revolution marked the begin- | count 
ning of “ the epoch of world revolution ” which would destroy | sion 
capitalism and replace it by socialism. At first they expected | prese 
world revolution in the immediate future, and in March, 1919, | of th 
Lenin took the lead in organizing the Communist International | the I 
as a world communist party for promoting world revolution. | Germ 
But when their expectation of immediate and successful |the f 
revolutions elsewhere proved false, they had to reconcile them- | powe 
selves to the idea that world revolution might need some time [But 1 
to achieve and that, until it took place, the Soviet Union would | weak 
have to live in a world of capitalist states and maintain rela- |Easte 
tions with them. Unlike Trotsky, who continued to advocate al b 


1 See charts on page 59 
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on and “permanent revolution,” Stalin met this situation with his 
‘nment | Policy of “ socialism in one country,” which aimed at using 
> good | the delay in world revolution to make the Soviet Union a 
onomy | fully socialist state with a highly developed industry. But like 
“tiviza- Trotsky he remained convinced that world revolution was 
collec. | inevitable, and his ultimate purpose in strengthening and 
le for , developing the Soviet Union was to turn it into “ a stronghold 
> fixed | for the overthrow of imperialism in all countries.” 
dustry He agreed with Lenin that the world was now divided into 
million | 2. Capitalist camp and a socialist camp headed by the Soviet 
sf coal, | Union, that the Soviet Union’s co-existence with imperialist 
motor. | states for a long time was “ unthinkable,” that one or the other 
ons of | must ultimately triumph, and that before this final result a 
wards | ties of “ frightful collisions” was unavoidable. He was 
of the | also as certain as Lenin that the Soviet Union would eventually 
win. But Russia’s initial relative weakness made him want to 
ots for | gain time during which to — her and weaken the 
of the | ‘apitalist states. This led him to follow Lenin in allowing for 
ther in | the possibility of “‘ a certain period of peaceful co-habitation ” 
n and | between the two camps. But he always intended “ peaceful 
946 of | habitation” to include Soviet and Comintern efforts to 
million | Sharpen the “ internal contradictions ” of the capitalist camp, 
» 1914, | the most important of which in his view were the “ contradic- 
> other | tions’ between capital and labour, between the imperialist 
J.S.A., | States and their colonial and dependent peoples, between the 
ower: |imperialist states themselves for control of raw materials and 
‘foreign territories, and between the victor and defeated states 
in the First World War. 
it and| The international implications of Marxist-Leninist 
ofound | ideology and of Stalin’s determination to turn the Soviet Union 
. The into a “ stronghold for the overthrow of imperialism in all 
begin- | countries ’’ clearly accorded with Russia’s traditions of expan- 
lestroy |sion and with the messianic idea which had always been 
pected | present in certain trends of Russian thought. The overthrow 
, 1919, \of the Manchu Empire in China in 1911, and the collapse of 
ational |the Hapsburg and Ottoman Empires and the weakness of 
lution. |Germany at the end of the First World War, had also destroyed 
cessful |the former barriers to the advance of Russian influence and 
them- |power in the Far East, Eastern Europe, and the Middle East. 
e time But the revolution and the civil war left Russia much too 
would |weak even to maintain her previous position, particularly in 
n rela- |Eastern Europe, where Finland, the Baltic states and Poland 
ivocate jl became independent and Rumania seized Bessarabia. 
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Britain, France, Japan and the U.S.A. were also so much 
disturbed by the Bolshevik revolution and the threat of | & 
communism that they intervened against the Bolsheviks in ; 4 
the civil war, and Britain and France took great pains to build 
new barriers against Russian and Soviet influence in the | % 
Middle East and Eastern Europe respectively. 

When foreign intervention in Russia stopped and the TI 
Bolshevik leaders realized that they had been mistaken in| ™ 
expecting immediate revolutions abroad, the Soviet Union and 
an increasing number of capitalist states established mutual | 
relations and engaged in trade. This “ peaceful co-habitation” 
had three important consequences for the Soviet Union. First, | the 
it helped her to recover from the effects of the civil war and Tl 
gave her a chance to restore and develop her economic and | Kt 
military strength. Secondly, it encouraged the re-emergence 
of the geographical and historical factors which had helped to | Suf 
determine Russian foreign policy and the direction taken by | 2! 
Russian expansion and penetration, and allowed them to 
influence the foreign policy of the Soviet Union, which became | the 
increasingly concerned about such traditional areas of Russian : 
interest as Eastern Europe, the Straits, Persia, Mongolia and dri 
Manchuria. Thirdly, it helped to determine the character of | mul 
the relations between the Soviet Union and the Soviet | "5 
communist party, on the one hand, and communist parties 
abroad, on the other hand. | 

Stalin agreed with Lenin that it was “ the essential task of | thr 
the victorious revolution in one country to develop and support 4 _ 
the revolution in other countries ” and, if necessary, to “‘ come | wh: 
out even with armed force against the exploiting classes and | 
their states.” But in view of the Soviet Union’s relative ‘™ 
weakness, he had no wish to imperil its security by using armed | 
force in support of revolutionary movements elsewhere. On | Fre 
the contrary, he was so afraid that the capitalist world might on 
attack the iet Union that he identified Soviet interests and Go" 
self-preservation with the first interests of the communist Cot 
movement and related the activities of other communist parties 
to Soviet needs, in the belief, as he put it in 1927, that “in | the 
present conditions one cannot call oneself a Marxist unless one | 4Cq 
openly and devotedly supports the first proletarian dictatorship | Ma: 
in the world.” This led him to use the Comintern as a body | Get 
through which to manipulate other communist parties in the | for 
interests of Bolshevik and Soviet policy. They in their turn | unv 
regarded the Soviet Union as “ the Socialist fatherland.” | den 
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The Soviet Union’s relative weakness fed Soviet fears of an 
early attack by the capitalist world and led its leaders to try to 
delay it by working to sharpen capitalist ‘‘ contradictions.” 
They used the Comintern and local communist parties to play 
on differences between capital and labour and to encourage 
discontent and agitation in colonies and dependent territories. 
They also tried to play off one capitalist power against another 
in order to divert their attention from the Soviet Union and 

revent them from combining against her. In Europe, they 

backed Germany against Britain and France and supported her 
protests against the Versailles settlement. In the Far East, 
they helped Tannu Tuva and Outer Mongolia to set up people’s 
republics and gained considerable influence over the Chinese 
Kuomintang, with which they encouraged the newly-formed 
Chinese communist party to co-operate. But in 1927 they 
suffered a serious setback in the Far East when the Chinese 
nationalist leaders broke with the Chinese communists and the 
Russians and gave Chinese foreign policy a Western rather 
than a Soviet orientation. 

Stalin’s policy of “ socialism in one country” and his 
drive to make the Soviet Union a first-class industrial and 
military power naturally demanded time and expanding 
resources for their fulfilment. This strengthened the Soviet 
Union’s immediate interests in avoiding war and developing 
| trade with other countries. But the world economic crisis 
_ threatened to interfere with Stalin’s plans. He interpreted it 
as an intensification of the “ general crisis” of capitalism 
which would end the period of “ peaceful co-habitation”’ 
_ between the capitalist world and the Soviet Union, cause new 
_ imperialist wars and a fresh wave of revolution in Euro 
and the colonies, and increase the er of a British and 
_ French attack on the Soviet Union. This led him to adopt a 
complicated policy of continued restraint by the Soviet 
Government coupled with a revolutionary offensive by the 
Comintern, which launched a frontal attack on social democ- 
racy as “ an ideological prop of capitalism.” In the Far East, 
the Soviet Government’s policy of restraint allowed them to 
_ acquiesce in the establishment of Japanese control over 
_ Manchuria in 1931-2. In Germany, on the other hand, the 
German communist party and the Comintern made a bid 
_ for communist control of the Weimar Republic. But they 
_ unwittingly helped Hitler to power by weakening the social 
democrats. 
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Hitler’s rearmament of Germany, Japan’s continued 
sevence in China, and the growing co-operation between 
Germany, Ja _ and Italy radically changed the international 
Situation and increased the danger of another world war. 
Nazi Germany and Japan had territorial designs on the Soviet 
Union in Eastern Europe and the Far East respectively. 
Together with fascist Italy, they were also champions of 
revolutionary ideologies which bitterly opposed international 
communism, of which the Soviet Union was the leader and 
centre. But they were equally opposed to western democracy, 
and their plans represented a danger to the western Powers 
as well as to the Soviet Union. 

Stalin regarded their designs on the western Powers as 
an inevitable consequence of the “ contradictions” within 
the capitalist world, and he tried to play on them by indicating 
that ideological differences need not become an obstacle to 
friendly Soviet-German relations, provided Hitler renounced 
his designs on the Baltic states and the Ukraine. But as the 
Soviet Union developed its industrial and military potential, 
he took a firmer line in upholding Soviet interests, particularly 
against Japanese encroachments in the Far East. As an insur- 
ance against German and Japanese hostility, he also worked 
for better relations with France and Britain, which he had 

reviously regarded as the Soviet Union’s main enemies. This 
ed the Soviet Union to join the League of Nations in 1934 
and to make a military alliance with France and Czecho- 
slovakia in 1935. The Comintern also dropped its campaign 
against social democracy and pressed for a “ popular front” 
of all opponents of fascism. 

But the suspicions between the Soviet Union and the 
western Powers proved to be too sharp and deep-seated to 
allow them to build an effective front against Hitler and his 
allies. The British and French Governments had little faith in 
Soviet economic and military strength, and they wrongly 
believed that they could save peace by making concessions to 
Hitler. Stalin took this to mean that their real aim was to 
divert Germany away from themselves and against the Soviet 
Union, and in 1938 his suspicions were fanned by the Munich 
agreement which pe oe Czechoslovakia to Hitler without 
reference to Soviet interests. When Germany raised the 
Polish problem in 1939, Stalin opened negotiations for an 
alliance with the western Powers. But in August, 1939, he 
suddenly came to terms with Hitler and left the western 
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Powers the choice of abandoning Poland or fighting Germany. 
When they chose to fight, he regarded the War as an inter- 
necine struggle within the capitalist world which the Soviet 
Union might turn to her own advantage. 


THE SoviET UNION AND THE OUTSIDE WORLD SINCE 1939 


The Second World War created favourable conditions 
for a great expansion of Soviet power. From September, 
1939, to June, 1941, the Soviet Union helped Germany 
economically and agreed with her on a partition of a consider- 
able part of Eastern Europe. She also fought a winter cam- 
paign against Finland in 1939-40, which brought her part of 
Karelia and other Finnish territory. From June, 1941, till 
| May, 1945, Hitler’s invasion made her one of the three leading 
members of the Grand Alliance against Nazi Germany and 
its European associates. For over a year her armies fell back 
before the German onslaught. But in 1943 she began a success- 
ful counter-offensive which slowly broke the back of the 
German military machine and eventually carried her troops 
across Poland to the Elbe and into Czechoslovakia, Rumania, 
Bulgaria, Yugoslavia, Hungary and Austria. She also joined 
Britain in sending troops into Persia to prevent it from drift- 
ing into the enemy camp. From August 8th till September 
and, 1945, she was at war with Japan and was able to occupy 
Manchuria and North Korea. 

When the Second World War ended, Soviet Russia’s 
actual and potential position in the world seemed stronger 
than that of Tsarist Russia at any period. Germany and Japan 
had been completely crushed and could no longer threaten or 
block her in Europe and the Far East. She herself on the con- 
trary stood unrivalled as a military power in spite of the griev- 
ous war-time damage to her peoples and economy. In Europe, 
fascism and national socialism stood defeated and discredited. 


| Communism on the other hand had gained in support and 


prestige, partly through her military achievements and partly 
through the prominence of communists in resistance move- 
ments once she was forced into the War. In Asia, Japan’s 
war-time successes had undermined the authority of the 


_ British, French and Dutch and encouraged Asian nationalism 


and other forces which she had always regarded as an essential 


_ ally against capitalism and imperialism. Only the U.S.A. 


a2 her in economic and military potential, and the 
Government also had the atom bomb. But the 
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U.S.A. was her ally, was rapidly demobilizing, and might 
not want to assume too many responsibilities in the post-war 
world. 

The War enabled the Soviet Union to extend her frontiers 
in Europe, Asia and the Far East, and wherever her rule 
extended the Soviet system of government and the domination 
of the communist party accompanied it. In Europe, she 
absorbed the Baltic states, part of East Prussia, the White 
Russian and Ukranian parts of Poland, Bessarabia, Northern 
Bukovina, Ruthenia, part of Finnish Karelia and other Finnish 
territories roynd Merkjarvi and Petsamo. This pushed her 
western frontier about 250 miles further westwards and added 
over 23 million people to her pre-war population. She also 
gained the right to establish a military base in Finland at 
Porkala Udd on the Gulf of Finland. All these territories, 
except East Prussia, Northern Bukovina, Ruthenia, and the 
southern part of Eastern Poland, had once belonged to the 
Russian Empire, and she believed that in acquiring them she 
was righting a historical wrong, enabling the White Russians 
and Ukranians to unite within the same state, increasing her 
— and blocking Germany’s traditional Drang nach 

sten. 

In Asia, she absorbed Tannu Tuva, which she had 
encouraged to separate from the Chinese Empire in 1921 as an 
independent people’s republic. In the Far East, she recovered 
southern Sakhalin, which Russia had ceded to Japan in 1905, 
and occupied the Kurile Islands, from which Japan had 
dominated the ocean approaches to the Sea of Okhotsk and the 
Soviet Far East. In August, 1945, she concluded a treaty with 
nationalist China which made her heir to Tsarist imperialism in 
Manchuria. It re-established her as joint owner and operator 
with the Chinese of the main Manchurian railways, allowed 
her to lease wharves and warehouses in Dairen, which was 
declared a free port, and made Port Arthur a joint Soviet and 
Chinese naval base to be defended by Soviet forces. It also 
promised Chinese recognition of the independence of Outer 
Mongolia, which she had helped to make a people’s republic 
in 1924. 

At the end of the War two main courses of action were open 
to her. Either she could rest content with the recent extension 
of her frontiers, continue her war-time co-operation with the 
U.S.A., Britain and other capitalist states, and help the world 
towards recovery and stability ; or she could use her enhanced 
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prestige and strength, her military occupation of Eastern 
Europe, the growth in the size of communist parties, and the 
unsettled condition of the world to promote the spread of 
communism outside her borders. Her war-time agreements 
with her allies, the dissolution of the Comintern, her need for 
internal reconstruction, her membership of the United Nations, 
and the joint occupation of Germany and Austria, encouraged 
the hope that she might adopt the first course. But her actions 
made it increasingly clear that she preferred the second course 
and would collaborate with her war-time allies only to the 
extent to which they helped her to follow it. Her choice was 
not unnatural in view of Russia’s traditions of expansion, 
Marxist-Leninist ideology and Stalin’s conception of the 
Soviet Union as “ a stronghold for the overthrow of imperialism 
in all countries.” 

From the start the Soviet Union looked on Eastern 
Europe, which her armies had liberated, as a closed sphere of 
Soviet influence. When liberated, the East European countries 
formed coalition governments based for the most part on 
peasant, socialist, and communist parties. But the presence 
of Soviet troops either within these countries or on their 
borders prompted and emboldened the communist parties to 
strengthen their authority within the Government until they 
gained effective power and could begin to organize “ socialist ”’ 
régimes. The exception was Finland, which the Soviet Union 
handled cautiously. But even Finland had to make a treaty of 
alliance with her. The Polish, Czechoslovak, Rumanian, 
Hungarian, Bulgarian, Yugoslav, and Albanian communist 

arties have used their growing power to establish régimes which 
ollow the Soviet pattern of totalitarian state control, strict 
centralization, comprehensive planning, rapid industrialization, 
and collectivization of agriculture. They have also been ready 
to accept Soviet protection against Germany. But they have 
found in practice that Soviet protection spells Soviet control, 
and that the Soviet conception of communism means an 
expanding Soviet empire which has no place even for com- 
munists like Tito, Rajk, Kostov, Gomulka, and Clementis, 
who want their countries to be independent and not merely 
subordinate parts of a Soviet empire. Tito’s excommunication 
by the Soviet Government and communist party when he 
refused to go to Canossa is a striking illustration of the degree 
of subordination which Stalin feels justified in exacting from 
the faithful. 
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In the rest of Europe, the Soviet Union has been less 
successful in preparing the ground for and promoting the 
spread of Stalinist communism. In 1947 she took the lead in 
organizing the Cominform as a revised European version of 
the Comintern to co-ordinate the policies of the member 

arties. In Germany she supported Poland in advancing the 

olish frontier to the Oder mo the Neisse. She has also used 
her occupation of Eastern Germany to enable the East German 
communists to embark on the establishment of a communist- 
controlled régime as a nucleus for a future communist Germany. 
But the rest of Germany has remained outside her influence 
and has developed on other lines. In 1948 she blockaded 
Berlin to squeeze out Britain, the U.S.A., and France and 
bring it under her exclusive control. But when the “ air lift” 
foiled her plans, she accepted the reverse for the time being. 
In Austria she has delayed the conclusion of a peace treaty, 
which would end the joint allied occupation and entail the 
withdrawal of her troops from Rumania and Hungary. 

In Greece she gave moral support to the post-war com- 
munist bid for power and encouraged Yugoslavia, Bulgaria, 
and Albania to supply the Greek communists with material aid 
in the ensuing civil war. But British and American backing 
helped the Greek Government to withstand this communist 
pressure, and when Yugoslavia was excommunicated and 
expelled from the Cominform, the Greek civil war slowly 
ner t9 out. She also gave notice that she wanted joint Soviet- 

kish control of the Straits with a Soviet base to reinforce 
it, and that the Soviet ublics of Georgia and Armenia 
had territorial claims on Turkey. But when the Turkish 
Government stood firm, with British and American support, 
tt gems from pressing the issue by other means than 
words. 

In France and Italy she believed that the communist 
parties would be sufficiently strong and popular to dominate the 
Governments and make them pursue a pro-Soviet policy even 
if they were unable to gain complete power in the state. But 
the other parties became alive to communist “ Trojan horse ” 
tactics and excluded the communists from the Government. As 
opposition parties, the communists have used their influence 
to foment internal discord and discontent and weaken the 
French and Italian Governments in withstanding Soviet 
pressure. But their uncritical support of every aim and 
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method of Soviet policy has slowly weakened their position 
and caused internal dissensions and defections which seem to 
be spreading. 

In Asia, the Soviet Union has tried to spread Soviet 
power and influence by playing on Asian nationalism and the 
desire to be free from white control. In India and Burma, she 
found this weapon blunted when Britain satisfied their desire 
for independence, and she has since encouraged the local 
communists to switch their main attack to the Asian parties 
which now control India and Burma. In Persia, where she 
kept her troops even after the end of the War, she pressed for 
an oil concession in the north and fostered the Tudeh party and 
an Azerbaijanian autonomy movement. The Persian Govern- 
ment induced her to withdraw her troops in May, 1946, by 
raising the matter in U.N.O. and showing flexibility about an 
oil concession. But after the Soviet troops had left, the Persian 
Mejliss blocked the concession while the Government 
re-established their control in Azerbaijan and proscribed the 
Tudeh party. 

In China, the Soviet Union used her occupation of 
Manchuria to carry away much of Manchuria’s industrial 
equipment. She also eased the way for the Chinese com- 
munists in Manchuria and created difficulties for the nationalist 
Government. The subsequent communist victory over the 
nationalists throughout China probably surprised her by its 
speed and completeness. But it has produced a close Soviet- 
Chinese alignment and brought nearer the fulfilment of 
Lenin’s 1919 injunction that Russia should “ group around 
herself all the awakening peoples of the East for the fight 
against international imperialism.” Up to the present, she has 
been careful not to offend national sentiment in communist 
China. In 1950 she made an alliance with the new Government 
and agreed to surrender not later than the end of 1952 the 
rights over Port Arthur and the Manchurian railways which 
she had gained in her 1945 treaty with nationalist China. 
On the other hand, she has re-established her former position 
in the Chinese province of Sinkiang and arranged for joint 
Soviet-Sinkiang companies to exploit its resources. 

In North Korea, she used her occupation to exclude all 
influences except her own and to organize it on a communist 
pattern, In December, 1948, she withdrew her troops from 
North Korea, and in June, 1950, the North Korean army 
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invaded South Korea to reunite Korea under communist 
control, She has given the North Koreans diplomatic support 
and equipment. But when the U.N. forces drove the North 
Koreans towards the Yalu, she preferred to remain in the 
background and let communist China send troops to their help. 
In Japan, the American occupation has blocked her influence 
and kept the Japanese communists from making much headway. 
In Indo-China, she has given moral backing and encouragement 
to the Viet-Minh movement against French control and has 
recognised the Viet-Minh government of Ho-Chi-Minh. But 
she has preferred to let communist China give open material 
support to Viet-Minh. In Malaya she has applauded the 
terrorist campaign against the British, while in Indonesia she 
has backed the Indonesians against the Dutch and has 
encouraged the Indonesian communists in their struggle 
against Hatta’s Indonesian Government. 

This Soviet policy of expansion and promotion of 
communism outside the Soviet frontiers has been accompanied 
by the maintenance of Soviet armed forces numbering about 
four million men and by statements that the communist and 
capitalist worlds can co-exist in peace. Its effects on the rest 
of the Powers have been striking. It has aroused a growing 
fear of Soviet strength, helped to end the war-time co-operation 
of the Great Powers, and forced Britain and the states of 
western Europe, which had rapidly demobilized, to draw 
together for protection. It has deo led the U.S.A. to employ 
its enormous resources in redressing the considerable swing in 
the European and world balance of power in favour of the 
Soviet Union, caused by the disappearance of the Hapsburg 
and Ottoman Empires in 1918, the collapse of Germany and 
Japan in 1945, the rapid development of Soviet economic and 
military potential and the weakening effect of two world wars 
on Britain and France. 

The attempts to strengthen western Europe against the 
Soviet Union have taken two main directions. First, the west 


European states and the U.S.A. through the Marshall Plan: 


have tried to accelerate post-war recovery in order to create 
social and economic conditions which will lessen the appeal of 
communism in western Europe and strengthen morale and the 
will to resist Soviet and communist pressure. Secondly, they 
have made a series of alliances culminating in the North 
Atlantic Pact and are beginning to increase their armed forces 
as a deterrent against the use of Soviet military strength to 
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carry Soviet power still deeper into Europe. Until recently, 
America’s exclusive possession of atomic weapons had been 
regarded as a sufficient deterrent; but now that the Soviet 
Union itself possesses atomic weapons, the U.S.A. and the 
west European states have felt obliged to provide for an 
expansion of their ordinary armed forces and even seem 
prepared to form German military units and incorporate them 
into their armies. 

In Asia, defence against Soviet expansion and communism 
has not been organized on a comparable scale. But the Colombo 
Plan and American projects for helping under-developed areas 
are aimed at improving economic and social conditions in Asia 
and alleviating the distress which communism uses to its own 
advantage. There has also been talk of an Asiatic Pact on the 
model of the North Atlantic Pact, and the U.S.A. seems as 
ready to bring Japanese forces into the defence of Asia against 
Soviet and communist expansion as to bring German forces 
into the defence of western Europe. 

The Soviet leaders and their communist echoes abroad 
have denounced these attempts to promote social recovery and 
military strength in non-communist countries as American 
imperialism, war-mongering, and preparations for an attack 
on the Soviet Union. They again represent the world as 
divided into a “ socialist” camp which champions the forces 
of the future and an “ imperialist ” camp which upholds the 
dying and decaying past. The socialist camp is headed by the 
Soviet Union, portrayed as peace-loving, monolithic and 
supported by the peoples of Eastern Europe, China, and 
colonial and dependent territories and by “ men and women 
of good-will’ everywhere. The “ imperialist” camp on the 
other hand, is alleged to be led by American reactionaries and 
their foreign henchmen, whose supposed aim is to subjugate 
the world to Wall Street and organize a military crusade 
against the Soviet Union. 

As the western Powers have drawn together, the Soviet 
Union and its supporters have redoubled their efforts to dis- 
rupt resistance to Soviet policy. Their favourite method is 
for communists and communist sympathizers to penetrate and 
develop national and international mass organizations and 
manceuvre them into sponsoring resolutions and activities 
calculated to weaken the western Powers and prevent them 
from countering Soviet aims and pressure. The most recent 
example is the “ partisans of peace”” movement which uses 
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the universal desire for peace in order to mobilize public 
opinion against the atom bomb and the policy of counter- 
balancing Soviet military strength by rearmament in the outside 
world and meeting force with force, as in Korea. In a sense, 
it is a revival of the “ popular front ” movement and is intended 
by the communists to bring mass pressure on governments and 
U.N.O. not to go too far in resisting Soviet ambitions. But 
Marxism-Leninism is not itself an ideology which renounces 
force and wars as such. On the contrary, it sanctions force, 
if used to overthrow capitalism and establish socialism, and 
wars which “ liberate ” peoples from capitalist and imperialist 
control even if waged on foreign territory. This means that the 
Soviet Union need not be restrained by ideological or moral 
scruples from using force or fighting wars to spread com- 
munism. She need weigh only the chances of success and 
failure. 

It would be rash to prophesy about the immediate and 
distant future. The Soviet leaders clearly believe that com- 
munism must spread and that it is their mission to further 
it and lead it to ultimate victory. But it is important to remem- 
ber that Russia’s position in the world cannot be determined 
by herself alone, and that the rest of the world is an essential 
part of the equation. If she finds weakness and division in 
the rest of the world, she will be tempted to exploit them to 
the limit, as in the past. On the other hand, her history sug- 
gests that if she finds herself confronted with unity and 
effective strength, she is unlikely to consider them a provoca- 
tion to rash action. But the Soviet and communist challenge 
cannot be countered by military strength alone. The non- 
communist world must also maintain a healthy and expanding 
social system which will raise living standards both in Europe 
and particularly in Asia, and develop a faith in Western values 
as capable of stimulating idealism and commanding service 
as Marxist-Leninist materialism. If it succeeds in this, the 
future is unlikely to lie with Soviet communism. 


G. H. BoLsover. 
London. 


February, 1951. 
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The New Commodity Inflation 
By Oscar R. Hobson 


HE purpose of this article is to examine some aspects of 

the great new rise in the prices of basic raw materials 

which is now sweeping through the world and threatens 
to develop into one of the major inflations of recent history. 
In pursuit of this object I propose, first of all, to attempt to 
measure the extent of the present movement and to compare it 
with recent similar phases of steeply rising prices. This will 
be done not as a meticulous statistical exercise—for that the 
material is lacking and in any case this would not be the appro- 
priate place nor the present writer the appropriate technician 
for such an operation—but rather by way of emphasizing the 
seriousness of the economic and social consequences of what 
has been happening in the world’s metal and produce markets 
in the past twelve or fifteen months. Secondly, recognizing 
that the present price inflation, while its general cause is the 
cold war and the Korean aggression, has had specific points of 
origin in the demand-supply position of a small group of 
commodities, I shall deal individually with the more important 
of these, with special reference to “ stockpiling.” And, 
finally, I propose to venture some reflections on methods, both 
specific and general, for dealing with the situation. 


I 

First, then, how big is this present wave of price inflation 
by comparison with the previous waves which have buffeted 
this unfortunate generation ? So far as the period since 1939 is 
concerned the answer is fairly easy to give, for there are 
available two comparable “ sensitive ’’ wholesale price index 
numbers for the United States and this country, respectively 
Moody’s and Reuters. In the table on page 29 are given the 
values of these indices for January 1st and June 30th in each 
year, with the percentage change over the six months. 

The table leaves no room for illusion about the magnitude 
of the present price movement. It makes it quite clear that 
so far as dollar raw material prices are concerned the percentage 
rise in the second half of 1950 was substantially greater than 
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in any previous six months during and since the War, with the 
single exception of the second half of 1946. That was the 
period of economic decontrol in the United States and as a 
matter of fact one-third of the rise in the index over the six 
months took place on the first day, July rst, 1946, which was the 
date of the release of prices from control. Furthermore, the 
rise during the whole year 1950, namely 46-8 per cent., was 
decisively greater than the rise during any twelve months of 
the war and post-war years. It easily overtops the previous 
two steepest rises, namely 40-8 per cent. in 1946 and 31-2 per 
cent. in the last half of 1940 and the first half of 1941. 

As regards the sterling index, the position is just a little 
more complicated. The upswing in the second half of 1950 was 
definitely less steep than that in the second half of 1939, which, 
however, was partly accounted for by the devaluation of the £ 
at the beginning of the War. And the upswing over the whole of 
1950, namely 24-9 per cent., is fractionally less than the 25-9 
per cent. of 1946. Nevertheless, if we take the eighteen months 
period July 1st, 1949, to December 31st, 1950, we have a total 
increase of 46-1 per cent., which easily exceeds that of any 
comparable period. The devaluation of the pound in September, 
1949, is, of course, partly responsible for this but that does not 
alter the fact that in this country, as in America, the current 
movement so far—as the last line of figures shows, it still 
continues though it now shows signs of halting—has lifted the 
level of basic material prices by a round 50 per cent. above 
that prevailing before it began. 

It is perhaps worth noting, parenthetically, the divergence 
of the British and American indices in 1948. By the beginning 
of that year the upsurge of prices which followed the War and was 
accelerated by the decontrol decision in the middle of 1946 had 
exhausted itself in America, and an eighteen-months-long 
recession had set in. In Britain, however, the upswing con- 
tinued through 1948 and was only arrested in the first half of 
1949 by the Crippsian income-standstill policy. It was our 
failure to bring the upswing to a halt in 1948 that forced upon 
us the devaluation decision which we now so fervently wish 
we had been able to avoid. 

If we attempt the comparison with the price movements 
of the First World War period we have to be content with 
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somewhat less exact results. The indices available for that 
period are those of the Economist and the Statist (Sauerbeck) 
and the official Board of Trade wholesale index numbers for 
this country and the official Bureau of Labour Statistics index 
numbers for the United States. The latter two are based on a 
large number of commodities and must be regarded as some- 
what sluggish in movement, but the Economist and the raw 
materials component of the Statist index are fairly sensitive 
(though probably less so than the present Reuter and Moody 
index numbers) and agree very closely with each other. 





Moopy’s REUTERS 
1931 = 100 
Percentage Percentage 
Index : Index | : 
Cc ein Change in 
Number Fatfneen Number | Half-ye - 
% % 
1939—January Ist .. we 143-6 —_ 139-8 — 
June 30th... 142-8 — 0-5 139-5 — 0-2 
1940—January Ist .. oe 169-4 + 18-7 173-5 + 24-4 
June 30th .. oe 154-5 — 8-8 172-2 — 0-8 
1941—January lst .. os 171-9 + 11-3 179-9 + 4:5 
June 50th .. ee 202-7 + 18-0 181-7 + 1-0 
1942—January lst .. oe 220-0 + 8-6 186-4 + 2-8 
June 30th .. .. 230-4 + 4:8 186-6 + 0-1 
1943—January Ist .. es 240-2 + 4:3 193-9 + 3-9 
June 30th .. “<< 244-0 + 1:5 200-1 + 3-2 
1944—January Ist .. oe 247-5 + 1:5 204-2 + 2-0 
June 30th .. ial 248-9 + 0-6 220-3 + 7-9 
1945—January Ist .. n 254-8 + 2-4 220-3 0 
June 30th .. ee 256-2 + 0-6 230-2 + 4:5 
1946—January Ist .. ee 264-7 + 3:3 245-6 + 6-7 
June 30th .. oe 289-7 + 9:5 271-2 + 10-4 
1947—January Ist .. om 372-7 + 28-7 309-2 + 14-1 
June 30th .. ee 403-5 + 8-3 335-9 + 8-6 
1948—January Ist .. .. 452-1 + 12-1 360-2 + 7-2 
June 30th... oe 436-0 — 3:5 386-0 + 7:2 
1949—January Ist .. ee 390-6 — 10-5 404-9 + 4-9 
June 30th .. oe 332-7 — 14-8 396-6 — 2-1 
1950—January Ist .. oe 346-7 + 4:3 463-6 + 16-9 
June 30th... 406-1 + 17-1 494-5 + 6-7 
1951—January 2nd.. sa 508-9 + 25-3 579-4 + 17-2 
February 28th oe 524-3 + 3-1* 624-0 + 7-7 





* Change January 2nd to February 28th. 
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The price history of the period can be sufficiently indicated 
by giving the Economist numbers (reduced to base 1913 = 100), 


for July, 1914, and for each December from then on to 1920, | 


together with the numbers for April, 1919, and March, 1920, 
which cover the post-war inflation period. 


ECONOMIST Price INDEX 


1913 = 100 Change 

% 

July, 1914 .. 94-0 on 
December, 1914 100-5 + 7-0 
2 1915 131-0 + 30-4 
” 1916 177-5 + 35-5 
o 1917 209-0 + 17-8 
” 1918 218-5 + 4-6 
April, 1919 .. 206-0 — §-7 
December, 1919 263-5 + 28-0 
March, 1920 .. ws ins 299-5 + 13-6 
December, 1920 on ws 209-5 — 30-0 


From these figures we can easily pick out the four main 
price phases of the period: the steep upward thrust through 
1915, 1916 and 1917, in the course of which the index more 
than doubled ; the period of stability in 1917 and 1918 (when 
the newly devised “ controls ’’ had got into working order) ; 
the new upsurge from April, 1919, to March, 1920, and the 
collapse following the stern credit restriction measures imposed 
in that month. The gain in the years 1915 and 1916 was in 
each case something over 30 per cent. and in the eleven months 
from April, 1919, to March, 1920, it was just on 45 per cent., 
following which there was a 30 per cent. fall in the nine months 
to December, 1920, to the level from which the rise had begun. 
In the United States, the slow-moving Bureau of Labour 
Statistics number shows a rise of 50 per cent. from February, 
1915, to December, 1916, a rise of 25 per cent. from January, 
1918, to November, 1919, with the fall beginning in January, 
1920. 

In the light of this evidence it seems fair to make the 
following statements: (1) the present rise in prices is greater 
than that experienced in any previous equal period since 1939 ; 
(2) though it has not, as yet, continued as long as the upward 
movement of 1915-17, its gradient has been steeper; (3) it 
compares closely as regards gradient with the famous post- 
First World War inflation of 1919-20. 
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In making that comparison, however, something else must 
be said. The commodity boom of 1919-20 was followed by 
the slump of 1920-1. Whatever its inconveniences, that slump 
had the effect of, as it were, cutting off the peak of the cost-of- 
living curve ; it greatly reduced the extent of the consequential 
adjustments to retail prices and wages and salaries which would 
have been necessary had it not occurred. Unless a similar slump 
should overtake the present commodity price boom there will 
be no short-circuiting of the adjustment process. Unless basic 
commodity prices not only stop rising but suffer a major 
reaction, that painful process will be long-drawn-out and 
exhausting. 

II 

The present rise in prices has been very uneven as between 
different types of commodities. That, of course, is a common 
feature of all inflationary movements. In the present movement 
it is possible to distinguish a variety of different commodity 
groups which have been differently affected. There are, first, 
the commodities which were in short supply even before the 
Korean trouble started ; secondly, those in which shortage of 
supply has developed since and because of Korea; thirdly, 
those which are affected not so much by actual scarcity as by 
the fear of scarcity arising from the geographical vulnerability 
of the source of supply. And, finally, there are the commodities 
which are still in reasonably adequate supply. From the 
point of view of scientific exactitude this grouping may leave 
something to be desired, and there may in individual cases be 
some doubt as to the group to which a commodity strictly 
belongs. But it may serve as a convenient basis for a more 
detailed survey of the present commodity price movement 
which so far has been considered in purely general and 
statistical terms. 

Wool stands out pre-eminent in the first class. Ever since 
the end of the War consumption of wool has exceeded 
production and an excess of demand has been met out of 
stocks accumulated during the war years. For the last wool 
year, 1949-50, world production was estimated at 2,257 million 
Ibs. (clean basis) and consumption was estimated at 2,650 
million Ibs, For that reason the price rise had been abnormal 
even before Korea; it has been still more abnormal since, by 
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reason of the addition of a military demand to an already 
excessive civilian demand. Raw wool at the moment of writing 
stands at over twice its immediate pre-Korean price ; it stands 
at close on nine times its immediate post-war level and at fifteen 
times its immediate pre-war level. 

The maintenance of any such price level as now prevails 
must bring profound changes in standards of clothing and 
carpeting. It does not seem likely that there can be any quick 
adjustment from the side of supply to the present demand- 
supply maladjustment. Much has been heard of the develop- 
ment of new synthetic fibres with attributes akin to those of 
wool, Production of these is so far negligible and enormous 
capital expenditures will be needed to expand it. At the best, 
synthetics cannot make any substantial contribution for many 
years to come. Wool is one of the commodities which the 
United States has been stockpiling in quantity. So long as 
the American or other Governments continue to absorb 
large weights of wool for stockpiling and current military 
requirements, the offtake for civilian consumption must be 
curtailed and the price must find the level required to secure 
the necessary curtailment. This has been estimated at around 
25 per cent. In the same group of commodities whose shortages 
ante-date Korea may be placed the hard fibres, sisal and hemp 
and jute. Sisal, indeed, vies with wool in respect of percentage 
increase in price since before the War. 

The second group of commodities, in which shortages 
have developed (or have returned) since Korea, includes the 
main non-ferrous metals (copper, Zinc, aluminium, lead, 
nickel), cotton, sulphur and shellac. Percentage price rises 
in these have varied widely for the period early July, 1950, 
to early March, 1951, from about 10 per cent. in aluminium 
and copper, 15 per cent. in zinc, 25 per cent. in silver, 30 per cent. 
in cotton and 50 per cent. in lead, to around 80 per cent. in 
shellac, 100 per cent. in antimony and 300 per cent. in quick- 
silver. Sulphur, which is one of the most crucial of all shortages, 
being an essential material for a wide range of industries 
including explosives, rayon, steel, paper, fertilizers, tyres, is 
not a commodity for which a free market or an open market 
price rules. Sulphur is widely and plentifully distributed 
over the world’s surface but it is most cheaply and conveniently 
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obtained in its elemental form as rock sulphur from the volcanic 
deposits chiefly found in America. This source of supply 
has now proved inadequate to meet the expanding demand, 
and Britain and other countries are now faced with the costly 
task of extending their plants for manufacturing sulphuric 
acid from such natural sulphur compounds as pyrites and 
anhydrite. 

Cotton may with some qualification be placed in this 
category of commodities which have become scarce by reason 
of Korea. The shortage, which has become particularly 
troublesome for the Lancashire spinners owing to the very 
exiguous quota assigned by the American authorities for 
export to this country, would hardly have occurred but for the 
curtailment of acreage sown to cotton in the United States. 
Given an increase in the next American crop commensurate 
with the increased acreage expected to be under cotton this 
year, and given average crops elsewhere, downright famine 
should be avoided and the current shortage be met with some 
inconvenience out of stocks. 

Next, we have that small but interesting group of com- 
modities whose position has been transformed by the outbreak 
of hostilities in Korea: rubber, tin and wolfram. The two 
former, for which the main sources of supply are Malaya and 
Indonesia, were in fully adequate supply before Korea. 
Production of both in the last season comfortably exceeded 
supply. The communist aggression in Korea and Indo-China, 
however, put the chief Asiatic sources of supply in jeopardy 
and this gave a spur to Governmental (particularly United 
States Government) and also private stockpiling activities and 
caused an extremely excitable and volatile market. Apart 
from that in wool, the percentage price rise in rubber and tin 
was greater than in any other materials of first rank importance. 
Tin rose two and a half times and rubber trebled in price after 
Korea, notwithstanding that urgent and successful efforts 
were made to step up production of synthetic rubber in the 
United States. As this article was being written there came 
an announcement from the American Government to the effect 
that stockpiling of tin was being suspended. The price of tin 
promptly fell by over £200 a ton and on March 30th stood at 
£1,305, a decline of £252} from the peak figure of £1,5574 
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reached on February 13th. Tin is not in any real sense a war 
material; it is susceptible to substitution over a considerable 
range of uses, and the only surprising thing about the American 
Government’s decision is that it was not taken before. The 
price of rubber also looks vulnerable though in a somewhat 
less degree. For modern warfare, rubber ranks high among 
the indispensable materials, and one must presume that it 
will figure prominently in our Government’s £140 millions 
stockpiling programme recently announced. 

Wolfram has again the distinction it claimed in the 
Second World War of achieving a larger percentage advance 
of price than any other commodity. An important source of 
supply is Northern China and this has been entirely cut off 
since the Korean war began. It is curtailment of supply, coupled 
with its indispensability as an ingredient in certain armament 
steels, that is responsible for its uncontrolled rise in price. 

Finally, we have a miscellaneous group of commodities 
which so far have remained in adequate, though hardly ample, 
supply. This includes oil and (more doubtfully) coal; iron 
ore and scrap; most, though not all, varieties of steel ; wheat 
and sugar. Sugar has actually fallen in price. Price rises in the 
other members of the group are relatively slight and mainly 
accounted for by increased freight charges. It is fortunate 
indeed that this is so and in particular that wheat has remained 
stable, since otherwise the increase in the cost of living for 
which the world would have to prepare itself would hardly 
know any bounds. 

As it is, the grain situation is far from being as comfortable 
as one would like it to be. To begin with, the restraint of prices 
applies only to wheat. All the other grains have risen very 
sharply and this, of course, is communicating itself to the 
prices of all farm products, in which these grains figure as 
feeding stuffs. In the past year, maize has risen in Chicago 
by 35 per cent., oats by 25 per cent., barley by 20 per cent., 
rye by 40 per cent. and soya beans by 35 per cent. It is not 
to be wondered at that the Ministry of Food is finding it 
extremely difficult to renew its contracts for meat, bacon and 
butter except at very stiff advances in price. Wheat alone has 
remained almost unchanged in price. On the Chicago market 
it is about 5 per cent. up on a year ago; in Winnipeg it is 
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| Agreement. 


Pre-war. | nn Latest. Rise Rise 
| May 3lst, 3rd March 6th, since | since 
1939 ” June 23rd, “3951 "| 1939 | Korea 
1950 
% % 
“DOLLAR” COMMODITIES 
(cents per lb.)— 
ee ee 10-25 22-50 24-50 139 9 
ee ee ee “a 4-75 11-36 16-83 254 48 
Zinc 2. Oke] 450 | «15-00 | «217-50 | «289 | «27 
Cotton .. oo we | BL | 34-58 | 45-352 | 862 | 8T 
“STERLING ” 
COMMODITIES— 
Wool (“ 64s": pence per Ib.) | 19-5 140 308 | 1,480 | 120 
Rubber (pence per Ib.) ee 8% 22 72% 772 «| «#219 
Tin (£ per ton) ee 227% 591 1,4573 541 147 
Jute (£ per ton) 30} 120 182 499 52 
Sisal (£ per ton) 15} 1302 2268 | 1,335 74 
| 
OTHER ces (£ ~ “ 
Nickel .. 1823 386 406 123 5 
Aluminium 94 112 | _ 124 | 82 il 
Wolfram .. oe oe oe 2494 631 | 3,350 1,243 | 431 
Antimony ee on 544 130 275 | 405 | 112 
Platinum (per oz.) oe 74 24 Ot 802 | 26 
Quicksilver (per flask) . . 164 16 | 73 | 345 | 336 


| | 





1 January 26th, latest date owing to suspension of trading in New York following price 
freezing. * May 30th. * February 27th. 


2 or 3 per cent. down, thanks to the freeing of the Canadian 
dollar. The International Wheat Agreement price is down by 
10 cents a bushel in accordance with the terms of the 
Nevertheless, the stock position is not entirely 
convincing. The last United States harvest was sharply down 
on those of 1949 and 1948 and her “ carry over” has been 
cut into. It remains to be seen how long, despite the I.W.A., 
the price of wheat can resist the magnet of rising prices for 
all the other grains. 


III 
Such, then, is broadly the situation which now confronts 
us. Could anything have been done to prevent it? What ought 
now to be done to bring it under control? As to what could 
have been done, it is obvious that this country was not in a 
position by itself to do much that would have materially 
altered the course of events. We could, indeed, by controlling 
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our own inflation better in 1947 and 1948 have avoided the 


need for devaluing sterling so drastically in 1949, in which 
case the adjustments to our local price and income structure 
which we now face would have been so much the easier to 
effect. But so far as the past nine months are concerned, our 
actions, or rather the lack of them, have served rather to 
moderate than to magnify the rise in commodity prices. If 
we had taken in July, 1950, instead of waiting until February, 
1951, the decision to spend £140 millions on forming a stock- 
pile of materials, our competition would beyond doubt have 


made the fun in the commodity markets even more fast and | 


Looking back and being wise after the event (which after | 


furious. 


all is better than not being wise at all) it seems clear that if 
two things had been done, which were not done, the rise in 
commodity prices could at least have been kept within much 
narrower bounds. The first thing is that the machinery for inter- 
national allocation of scarce materials, which has recently been 
established, ought to have been set up much earlier. It very 
quickly became apparent to competent observers that to 
continue with previous official stockpiling programmes in the 
market conditions which developed after the Korean crisis was 
a foolish and ultimately ruinous proceeding. It was not as 
though high prices would, in the case of most or even any of 
the commodities in question, have any substantial effect in 
augmenting supplies within the period of the emergency— 
say two or three years—envisaged. All that feverish bidding 
for a more or less fixed supply of materials could accomplish 
would be in a measure to alter the pattern of their distribution. 
In so far as supplies were thereby denied to the Iron Curtain 
countries, that no doubt would be an advantage but it would 
be an advantage which could be secured by other and less 
damaging methods. In so far as supplies were diverted to 
official stockpiles, where they became available for defence 
purposes, from private interests which use them to produce 
goods for general consumption, that too was an advantage 
which could have been better secured by other methods. 
What methods? This brings us to the second line of 
policy which ought to have been adopted and was not: 
monetary policy. From the extent of the recent price rise and 
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the wide range of the commodities which it has (however 
unevenly) affected, it is clear that the cause, or rather the 
conditio sine qua non, of the rise was excess of monetary 
purchasing power—in other words, monetary inflation. It is a 
sombre thought that despite the great advances in economic 
analysis of the last thirty years, despite the concentration of 
thought that has been brought to bear on these problems of 
monetary control, despite—one may add—the oft-repeated 
boasts of some schools of economic and political thought that 
these problems have been solved, the world has failed so 
completely to cope with this situation. The reason lies mainly 
in the falsity or at least one-sidedness of the economic doctrine 
which has been so assiduously propagated, in season and out, 
since Keynes first launched it in the early thirties : the doctrine 
that full employment is the “ categorical imperative’ and a 
high rate of interest the fountain of all economic evil. The 
world has gone on busily building Maginot lines against a new 
attack of cyclical depression ; it is still building them, because 


_ the contractors have acquired a vested interest in the job. It 


was not prepared—except in the wake of a major war—for a 
new outflanking assault in strength by the forces of inflation. 
Any inflationary raids, it was thought, could only be a minor 
affair which could be easily contained provided a balanced 
budget was maintained. What has happened has proved the 
vanity of such beliefs. The balanced budget is not enough. 
Effective control of private credit is equally essential. 

If one affirms, as one must, that in respect both of 
injudicious stockpiling policy and of ineffective monetary policy, 
the main responsibility for what has happened in the com- 
modity markets rests on the United States, one must in fairness 
add that that is only because of the dominating réle the United 
States has played in resisting the communist attack in Korea 
and in preparing the defences of the Western nations against 
the contingency of further and bigger communist attacks. 
Certainly, neither Britain nor any other country has the right 
to throw the first stone. If this country has so far kept aloof 
from the stockpiling mélée, that unfortunately has not been 
from any high-minded belief in the virtues of co-ordinated 
demand but from sheer mental sluggishness; it has taken us 
eight months to decide that in the present situation zinc and 
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sulphur are as much above gold as the price of wisdom is above 


rubies. And as for monetary control in America, that problem 
has at least become a matter of burning controversy between 
the Federal Reserve Board and the Treasury, whereas here 
there is not, so far as the outsider can detect, the slightest 
ripple on the surface of the tacit but complete accord between 
Whitehall and Threadneedle Street that the rate of interest is, 
and had better remain, a back number. 

The fact, nevertheless, can hardly be denied that the only 
country which had it within its power to restrain the frightening 
upsurge of commodity prices was the United States and that 


she has so far signally failed to exercise that power. A little | 


| 


more finesse and flexibility on the part of the authorities | 


charged with carrying out the stockpiling programme could 
have done something to slow off the advance. But only an 
effective restriction of the private purchasing power competing 
with the public purse for supplies of materials could really 
have prevented prices from running away. Such restriction 
was ruled out by the refusal of the Treasury to depart by one 
iota from its set policy of maintaining the rate of interest on 
the long-term bonded debt of the United States at 24 per cent. 
In pursuance of that policy, the Federal Reserve System has 
been under instructions to buy from the member banks any 
amounts of 2} per cent. bonds they chose to offer at a price 
fractionally above par. The effect was that these bonds were 
endowed with the qualities of cash, on the foundation of which 
bank credit could be built up to the ratio limits prescribed by 
law. In fact, the amount of credit created under the operation 
of this “‘ monetization of debt ’’ practice has been prodigious, 
In the past nine months, the Federal Reserve has bought from 
the banking system some $3,500 millions of bonds and on the 
cash thus furnished the banking system has created some 
$8,000 millions of extra credit—say, some £2,850 millions 
worth, nearly half the amount of the assets of the English 
clearing banks ! 

_The irony of it jis that while this was done in pursuit of 
the “ cheap money ”’ policy designed to keep the interest cost 
of the national debt at a minimum, the rise in commodity 
prices which cheap money has so vigorously aided and abetted 
has involved the Federal Government in additional expenditure 
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over materials estimated to approximate to the whole interest 
cost of the debt! Now at last the monetization policy is to be 
modified. The Treasury and the Federal have agreed upon a 
conversion operation by which holders of the 2} per cent. 
1967-72 bonds are to be offered exchange into a new 2? per 
cent. bond which is to be unmarketable and untransferable 
except under particular conditions. Whether or how far this 
attempt to overcome the liquidity preference of the banking 
system will succeed is a question which cannot yet be answered. 
Suffice it at the moment to note that wiser counsels now have a 


chance of prevailing. 


IV 

Incalculable harm has been done to the economic and 
social structure of the Western World by these shortcomings of 
policy in the past nine months. What can be done now to 
overtake the errors of the past and prevent an unnecessary 
extension of the harm that has been done? What is necessary, 
as it seems to me, is energetic action, both internationally and 
intra-nationally along the parallel lines of specific commodity 
controls and general monetary control. Neither can be 
dispensed with; both are necessary. Internationally, a start 
has now been made with the International Materials 
Conference with its six subsidiary committees covering 
(a) copper, lead and zinc, (6) sulphur, (c) cotton and cotton 
linters, (d) tungsten and molybdenum, (e) manganese, nickel 
and cobalt, and (f) wool. No doubt the various groups will 
be able to work out some kind of international allocation 
schemes for individual materials. But how about the prices 
at which the materials are to be sold ? 

So far, the evidence goes to indicate that the producing 
countries will show themselves very chary of submitting to 
any dictation in the matter of price from the consuming 
countries. So far, they have shown a tendency to insist that 
the free market shall be left inviolate. On the other hand, the 
consuming countries have every right to seek protection 
against continual exploitation in a sellers’ market which may 
last indefinitely. Only through a common, co-ordinated 
monetary policy can they find effective protection. The central 
International Materials Conference will before long find itself 
compelled to think upon such lines. It might well co-operate 
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in this matter with the International Monetary Fund. Last 
September, at the annual meeting of the Fund and the 
International Bank, M. Camille Gutt, managing director of 
the former, spoke some wise words in this context. 


The need for complete and genuine international co-operation 
is greater than ever. At present this co-operation is being organized | 
in the military sphere. It will soon be realized—lI hope it will not 
be realized too late and that is why I give this most solemn warning 
to-day—that this must be completed by financial co-operation. 
Otherwise the great efforts of the free countries to defend the peace 
will be hampered by inadequacy of resources and by inflation. 


It is six months since M. Gutt spoke these words—six 
months nearer to being “ too late’, or is it six more months 
“ too late ” ?—and all the progress that can really be recorded 
towards the “complete and genuine international co- 





operation ”’ in the monetary field is the passing by the Council 
of the Organization for European Economic Co-operation on 
March roth of a resolution urging the adoption of “ such 
fiscal, credit and other measures as may be necessary to keep 
demand within the limits set by available resources.” 
Whatever arrangements emerge from the work of the 


I.M.C. and its groups, and whatever advice on monetary | 


policy the I.M.C. or the I.M.F. or O.E.E.C. may think fit 


to tender to their member countries, it is the latter, in their | 


individual capacities, which will have to tackle the task of 
distributing their presumptively inadequate allocations of 
scarce materials amongst their own industries. In doing this 
they can, broadly, adopt one or other of two methods, namely 
either the war-time method of widespread direct controls— 
allocations, rationings, price fixings, bans on the production 
and sale of products deemed unnecessary, direction of labour— 
or a more stringent fiscal and monetary policy than was pursued 
in the War, coupled with such direct controls as are found 
necessary. It would seem likely that we may be driven back 
to the first method merely through lack of imagination and faith 
in the efficacy of general controls and because we became 
accustomed to them during the War. Nevertheless, it will be 
to my mind disastrous if we are. Acceptance of direct controls 
by the community will be much less willing than it was during 
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the War. They will be felt to be more frustrating and they will 
be more difficult to operate, inasmuch as direct Government 
orders will cover a much smaller proportion of total production 
than in actual war and controls will have to be applied over a 
much wider area of the whole economy. 

The prospect of a productive and distributional system 
becoming progressively less efficient—and that is the prospect 
if we re-establish the regimentation and pent-up inflation 
system of the War—is not one to be contemplated with 
equanimity. What we have to aim at is as natural a system 
as is possible in the circumstances. A great rise in raw material 
prices—though not necessarily the full extent of the rise that 
has taken place—has to be accepted as an accomplished fact. 
The consequential rises in retail prices and in wages and other 
incomes must be allowed to take place. But because we must 
accept the inflation that has happened that is no reason for 
gratuitously adding to it. And that is what will happen unless 
we reform our monetary policy. The old prescription “‘ balance 
the budget and all will be well” simply will not work if the 
balancing is always to be accomplished by the Procrustean 
method of stretching the revenue to the predetermined size 
of the expenditure. Retrenchment and economy in public 
administration and the public undertakings are more than ever 
needed. But artificially cheap money is neither retrenchment 


| mor economy ; it is just penny wise and pound foolish. But 


for the policy of uncommercial rates for locai authority 
borrowing we could have had more housing at lower cost. 
The discipline of the rate of interest is indispensable both in 
the public sector and in the private. In the end it will have to 
be restored. Where is the Chancellor of the Exchequer with 
the courage to take the bull by the horns ? 


Oscar R. Hopson. 


London. 
March, 1951. 





The Equity in Eclipse = 
By Harold Wincott | aad 
duri 


T is a commonplace that a revolution—part imposed and 

part embraced—has occurred in Britain’s financial and ~~ 

economic position since 1939. The sacrifice during the | ss « 
War of so many of our overseas investments, and the accumula- Mare 
tion of the sterling balances during and after the War, have lost ) __ 
us our status as a creditor nation. As the result of the Labour | 30s» 
Party’s nationalization programme, ownership of large sections _isie 
of our industrial structure has passed from private to public | iss 
hands. Income, to a major extent, and capital, to a considerable | 
but lesser degree, have been redistributed. The younger genera- | 
tion links the trade cycle with Daisy Bell; to anyone below 28 
or 30 years of age “ normality ”’ in the labour market is a state 
of over-full employment punctuated (if not punctured) by | | ,,; 
occasional but brief fuel or balance-of-payments crises. The 
lion’s share of the national investment programme is now 
inspired by or conducted through Whitehall and the head- 
quarters of the nationalized industries ; the new issue market 
subsists on what is left. Taxation of company profits and limita- 
tion of dividends have had important repercussions on the an 
character of the equity share. 

It is also a commonplace that everything that happens in | 

the financial and economic life of the modern State finds reflec- L— 
tion in its stock exchanges. It is the intention of this article to 
examine the effects of the revolution briefly outlined above on mill: 
the Stock Exchange, London. What has happened since 1939 
to the volume and nature of the securities in which the Stock 193: 
Exchange deals ; how has turnover fluctuated since 1945; has rede 
the market’s price and yield structure changed as greatly as the. 
might have been expected? As a starting point, let us look at The 
the changes wrought in the market’s “ stock-in-trade,” the 1948 
securities in which it deals, since the War. The table opposite, the | 
and diagram accompanying this article, are both compiled from nati 
the annual statistics issued by the Council of the London Stock | 
Exchange. Engla 
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The changes shown are indeed startling, whether one 
takes nominal or market valuations as the criterion. Three 

| factors have conspired to make the Stock Exchange of today 
| first and foremost a market in Government paper. First, of 
' course, was the substantial increase in Government borrowing 
during the war years, a process which added nearly £5,000 
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and | NOMINAL VALUES MARKET VALUES 
“4 the As at iia een eee = — 
mula- foil! | Brit. As per All As per Brit. | As per All As per 
Govt. cent. of | others | cent. of | Total | Govt. | cent.of| others | cent. of Total 
1 | Secs. total total Secs. total total 
re lost } 
m. % m. % m. £m. % £m. % £m. 
abour | y30 | S503; 3 | thes! & 78 6,598 | 36 | 11,909 64 | 18,507 
. 1945 | 11,864 54 10,295 46 22,159 | 12,168 50 12,207 50 24,375 
ctions 1946 | 12,838 56 10,183 44 23,021 | 13,301 61 12,840 49 =| 26,141 
. 1947 | 13,130 56 | 10,263 44 23,393 | 13,716 49 14,362 51 | 28,078 
yublic 1948 | 14,248 62 | 8,725 38 22,973 | 14,167 53 12,406 47 =| «26,573 
1949 | 14,395 62 8,659 38 23,054 | 14,613 55 11,910 45 | 26,523 
>rable 1950 | 14,590 | 64 | 8,359 | 36 22,949 | 13,683 55 11,384 45 | 25,067 
nera- 
; . . 
yw 28 Cornposition of Quoted Securities by Market Value 
state 1950 1939 
1) by | British Funds British Funds 
The | \ 
now : 
: \ Commercial & 
head- N Industrial. 
a 
arket per RSS 
mita- Yj —~ Mines, 
l the All Others, Yj 
Commercial 
x ail & Industrial, 7 
ns in esines All Others, 
oflec- 
“le to For detailed figures, see table overleaf. 


7 of millions to the nominal value of quoted British Government 
. a securities, and £5,500 millions to their market values, between 
a6 1939 and 1945. Secondly, war-time requisitionings and 
- has redemptions of overseas securities played their part in reducing 
ly aS the amounts of “ non-British Government securities ” dealt in. 
ok at The Bank of England has estimated! that between 1938 and 
the 1948 the nominal value of our overseas investments “‘ known to 
site, the Stock Exchange ” declined by £1,585 millions. Finally, the 
from nationalization programme has exchanged some £2,000 millions 


tock | 1 United Kingdom Overseas Investments, 1938 to 1948. Published by the ‘Bank of 
England, 1950. 
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of “ private enterprise securities” for gilt-edged stocks; the 
above table, which perforce takes matters only up to April, 
1950, does not reflect the last of the setransactions, the national- 


‘ 


has r 
whic! 


ization of a large section of the iron and steel industry, effected | tono 


in February this year. 
Because of these factors, the 1939 proportions of British 
Government and non-British Government securities have, on 


sense 


' know 


now 


nominal values, been reversed. Before the War, by this years 


criterion, the Stock Exchange was as to one-third a market in 
British Government stocks and as to two-thirds a market in a 
vast range of securities representing claims on virtually every | 
civilized country in the world. Today, two-thirds of its stock- / 
in-trade consists of British Government securities; from the 
rest have been extracted large blocks of U.S. equities, Dominion 


regar 
while 
Exch 
 withe 
been 
held 


and Indian Government and railway securities and the stocks of | quote 


Argentine and other South American railways and utilities, as 

well as the range of domestic securities in the nationalized 
industries. The proportionate changes are not quite so marked | 
if one takes market valuations because, on the one hand, of the 
decline in gilt-edged market valuations in 1949/50, and, on the 
other, the effects of inflation on non-gilt-edged securities ; in 
1939, the market value of the non-gilt-edged portion was 93 
per cent. of the nominal value, whereas by 1950, market value 
of these sections had increased to 136 per cent. of nominal 
value. Not all of the non-gilt-edged portion, of course, con- 
sists of equity shares, but obviously the equity element, which 
has derived some benefit from inflation, is a major factor here. 
The detailed changes in the main sub-sections of the market 
are listed in the following table, based on market valuations : 

















1950 1939 
£m. | Percent. £ m. Per cent. 
of total of total 
British Funds ° ee eo ee oe 13,683 54-6 6,598 35°7 
Commercial and Industrial ee ee oe ee 4,098 16-3 2,867 | 15-5 
Mines ma _< we oe con 1,322 5-3 714 sO 3-9 
oil . oe oe ee ee 653 2-6 562 3-0 
Banks and Discount Cos. 599 2-4 458 2-5 
Dominion, Provincial and Colonial Government stocks 567 2-3 818 4-4 
Iron, Coal and Steel ee 545 2-2 503 2-7 
Breweries and Distilleries oe ee oe 536 2-1 409 2-2 
U.K. Corporation and ried Stocks ee es oe 409 16 534 2-9 
Investment Trusts ée es ae 400 1:6 312, 1-7 
Insurance .. oe + ee 363 1-6 339 1°8 
Financial Trusts, Land and Property ee oe ee 310 1-2 219 1-2 
Foreign Stocks and Bonds ee ee ee 207: | 0-8 488 2-6 
American Railways es ee ee ee 89. Ci 0-4 386 2-1 
Telegraphs and Telephones ee ee ee ee lll 0-4 745 4-0 
Home Railways . ee ee ee oe 10 | — 613 3-3 
Electric Lighting and Power ee ee ee oe 4 | 0-4 407 2-2 
All others .. ee ee ee ee 1,071 4-3 1,535 8-3 
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;; the Since the War, the non-gilt-edged section of the market 
April, has received some nourishment from the additional securities in 
tional. which permission to deal has been granted. Here, it is necessary 
ffected | tonote the difference between new capital issues in the economic 

‘sense of the phrase, and new issues as the Stock Exchange 
British | knows them. New issues involving “ new money ”’ have, as is 
ve, on now generally appreciated, been at a low level in the post-war 
y this years—“ low ” relative to totals in active inter-war years, having 
rket in | regard to the sea-change in the value of money in the mean- 
t ina | while—and some even of these have by-passed the Stock 
every | Exchange, being placed direct with institutional investors 
stock- { without benefit of market. There has, however, since 1946 
m the | been an active business in the conversion of formerly privately- 
ninion held companies into public concerns whose securities are 
ks of , quoted on the Stock Exchange, and, from the point of view of 
ies, as | the Stock Exchange as a market place, such conversions are as 
alized | valuable in augmenting stock-in-trade as new issues proper. 
arked |The total nominal value of all non-British Government 
of the securities for which permission to deal and quotations were 
on the granted between 1945-46 and 1949-50 (inclusive) was approxi- 
S; in | mately £1,400 millions, A fairly substantial proportion of this 
raS 93 | total, however, represented merely securities issued to replace 
value | other securities already quoted, i.e. as in the conversion of 
minal | high-interest bearing loans and debentures. Allowing for this 
, con- factor—which it may be calculated accounted for a minimum 
which of £200 millions of the securities in which permission to deal 
here, was given over the five years—it is quite evident that new issue 
1arket business, however defined, has been insufficient to make good 
ns | the loss of non-gilt-edged stock caused by the nationalization 

programme alone. The figures given here are for nominal 
values. Mr. J. G. Braithwaite, Chairman of the Council of the 
London Stock Exchange, has disclosed that, taking prices at 
i car Which securities were issued or “ placed,” £1,562 millions of 
capital was raised through the Stock Exchange in the four 
years 1947-50. Mr. Braithwaite’s figures, which exclude 
British Government, Dominion and Colonial issues, do not 
invalidate the broad conclusion already stated. 

These vast changes in the composition of the securities 
in which the Stock Exchange deals have inevitably had their 
effect on the character and volume of business passing. To 
‘some extent, the long-term effects have been obscured by the 
| very operations which brought about the changes. Thus, at 
‘tecurring intervals since the nationalization of the railways 
| became effective on 1st January, 1948, Stock Exchange business. 
| 
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has been considerably stimulated by the two-wav traffic | - | 
nationalization operations encouraged: the purchases of the | 
securities of the industries to be nationalized by institutions 
using these securities as a cheap “ back door” to the gilt- 
edged market, and the sales of these securities by investors | 144 
unable or unwilling to accept the relatively low yields offered | hes 
to them on the compensation stock to be issued. Not a little o¢ 4 
of the recent activity in markets is directly attributable to this  ° 
type of business engendered by the nationalization of the iron 
and steel industry. It would be idle to deny, however, that 
the long-term effects of the changes in the stock-in-trade of 
the market militate against general activity. There has grown | 
up in recent years, with the increase in the volume and variety | 
of British Government securities, a new and highly specialized | 
technique of “ switching ’”’ in these issues. Such business, | 
conducted in the main by the institutional investor, has brought 
much grist to the mills of a few leading Stock Exchange firms, | 
jemand equipped and qualified to institute and deal with it. | 
But the average member of the investing public is not an active 
dealer in British Government securities, and the average 
member of the Stock Exchange cannot make a living out of his | py,1 
gilt-edged bargains. For such, the loss of the active pre-war | port 
market in “ Internationals’’, and of the markets in Home the 
Railway stocks, gas and electricity shares, South American | 45, 
railways, and now in iron and steel shares, is a blow the effects | iene 
of which must, one would have thought, be felt acutely unless the 
and until the new issue market and the conversion of private | ur. 
businesses into public companies can make good these losses. | __,. 
The measurement of Stock Exchange activity with | q,, 
anything approaching exactitude is unfortunately impossible. |}. 
The only index of activity is the number of bargains received | ,,¢., 
and recorded.’ Marking of bargains, of course, gives no | o¢ ; 
indication of the value of the transactions the “ marks” | o¢ ,, 
represent. Marking is not compulsory, except in the case of | o¢ ;- 
bargains done with or between non-members. It is generally } ,.... 
accepted that there is a tendency not to mark bargains when | 5:47 
markets are active, and conversely, that more bargains get om 
marked when business is slack and time hangs heavily on | }.,) 
members’ hands. Details of the “ number of marks received” | o¢ 4 
have only been officially kept by the Records Department of | 5, - 
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1 The difference is between the number of “ marks " received by the Stock Exchange | List w 

authorities and the number recorded in the Daily Official List ; since 1942, only one bargain 8 
in any one security at the same price is recorded in the List. 
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traf | the Stock Exchange since 1939-40 ; previous to that date, only 
of a | the “ number of marks recorded ” was known. With all these 

_ Me reservations, it may still be said that the numbers of bargains 
~ | marked, taken over a period, give some indication of the trend 
© gult- | of Stock Exchange activity. Here is the record for 1939-40 
eee: : and for the years 1945-46 to 1950-51. The figures have been 
. es obtained through the good offices of the Records Department 
a AtUe of the Stock Exchange. 


to this 

e iron 

r, that Twelve Months, Marks Received * 
ade of April—March 000s 
grown | 1939-40 .. ‘i ‘s .» —-1,329 
/ariety | 1945-46 .. - - - 1,950 
ialized 1946-47 .. dis - .. 2,816 
siness, | 1947-48 .. - “s .« ao 
ought | 1948-49 .. ‘a - +, tae 
firms, | 1949-50... “a ox .. «1,566 

ith it. | I9Q50-51* .. a ee oo tae 
active 

— The year 1939-40 was, of course, a bad year for Stock 


of his | Exchange business, being compounded of approximately equal 
ates: | portions of uneasy peace and “ phoney’ war. The record of 
Home } the post-war years tells its own story. The peak of bargains 
rican | marked, in the year to 24th March, 1947, coincides almost 
ffects | exactly with the peak of the Daltonian cheap money era, when 
nless | the fall in interest rates and the generally inflationary set-up 
rivate | carried equity shares to their highest levels since June, 1940 
ossés. | —and earned for Mr. Dalton the ironic title of “ the best 
with Chancellor the Stock Exchange ever had”. Thereafter, 
sible. | however, it would seem that the loss of the markets already 
eived | referred to was having its effect ; the 1949-50 fall in the number 
ks” of marks received to within striking distance of the levels 
. | of 1939-40 is particularly noteworthy. With the recrudescence 
mt of inflationary pressures following devaluation and the Korean 
- Y |} war, and with the aid of steel nationalization, business has 
when | picked up again in the year which is ending as this article is 
S get being written, but looks like remaining well below the 1946-47 
y i” levels. Mention must be made here of the dampening effects 
- ¢ | of the doubling, in 1947, of the stamp duty (at 2 per cent.) 
nt OF | on all transactions save those in British Government stocks 











1 Official and Supplementary list totals combined up to 1946-47. The Supplementary 
‘change | List was incorporated in the Official List on 14th April, 1947. 
bargain 2 To 1st March, 1951. On this basis, total for year should exceed 2,000,000. 
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and bearer securities. The increase in this duty has certainly 
been one of the heaviest blows the Stock Exchange has suffered 
since the War. It has offset pretty effectively the various 


moves by the Stock Exchange Council to restore pre-war: 


freedom by, for example, restoring carry-over facilities. 

It is, unfortunately, impossible, for the reasons already 
given, to compare the number of marks received in the post- 
war years with those received, say, in 1936 and 1937, the pre- 
war years most nearly comparable with 1946-47. Nor can com- 


parisons be made between “ marks recorded,” in view of the‘ 


fact that before the War three marks in any one security at the 
same price were recorded, whereas, since 1942, only one 
bargain in any one security at the same price is listed. The 
effect, of course, was to inflate pre-war totals of bargains 
recorded relative to the present practice, and it is impossible 


even to guess at the degree of inflation involved. It would; 


also seem probable, whatever the true story of bargains received 


and marked, that the size (and hence the profitability) of the | 


average transaction has increased. Arguing empirically, 
members of the Stock Exchange will contend that gross 
commissions taken must have been considerably higher in 
1946-47 .than those earned ten years earlier; otherwise the 


intervening rise in members’ costs of operation (present costs | 
are put at some two to three times those of pre-war) could | 


never have been absorbed without an increase in the rates of 
commission charged to customers. 

For prolonged periods in the post-war era, however, 
despite an increase of some 25 per cent. in the market valuation 


of the securities dealt in (relative to 1936-37) the Stock , 


Exchange has been running at a good deal less than full 
pressure. This is the more remarkable in the light of the fact 
that the post-war years to date have been marked in the rest 
of the economy by full employment and sustained industrial 
activity, except when temporarily interrupted, as in 1947, by 
raw material shortages. It is indeed a noteworthy fact that, 
in industrial terms, the trade cycle has been virtually abolished 
since industry began to gird itself for full war production in 
1940. In the years between the Wars, the Stock Exchange, 
watching and anticipating the industrial trade cycle, was 
accustomed to clearly defined bull and bear markets involving 


respectively periods of growing and intense activity during , 


which the prices of leading industrial ordinary shares would 
double in value, and periods of stagnation during which the 
share indices lost approximately half their previous gains. 
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Since the end of the last War, however, the bear market, as 
known in, say 1920-21, 1928-32 and 1936-40, has disappeared 
from the Stock Exchange. To get the post-war picture in 
perspective, it is necessary to recall that, by VE Day in 1945, 
prices of leading equities had risen by nearly 130 per cent. from 
the low points established in the summer of 1940. The rise 
continued until early in 1947, when the fuel crisis spelt the end 
of one of the longest and steepest bull markets this generation 
has known. A good many investors, in common with a good 
many business-men, their thinking still conditioned by their 
experiences of the inter-war years, spent 1947 and 1948 looking 
over their shoulders for a bear market of the pre-war pattern. 
But the bear market which the 1947 fuel crisis and the collapse 
of the cheap money campaign ushered in proved to be a milder 
affair than those of the inter-war years. It lasted for less than 
three years, a somewhat shorter period than the bear markets of 
1928-32 and 1936-40, and it carried the indices down only some 


' 30 per cent. from the peak of 1947. By the middle of November, 


1949, it had finished and most equity values were rising once 
again. 

But if the Stock Exchange has had a “ bear market without 
tears ’’ in this post-war world of ours—a bear market springing 
from a change in the psychological atmosphere and from a rise 
in interest rates and unaccompanied by large-scale unemploy- 
ment and declining industrial activity—its bull markets have 
been robbed of much of the scope which investors might have 
expected. In fine, whatever has or has not happened in the 
matter of applying Keynesian techniques to ironing out the 
trade cycle, the tops have been cut off the top of the Stock 
Exchange cycle, and the bottoms, to some extent at least, filled 
in. Indeed, the main reaction of the student of Stock Exchange 
price levels in the post-war years must be astonishment at the 
limited appreciation seen in industrial share values in the 
United Kingdom. This is true whether the yardsticks one 
adopts for purposes of comparison are other internal statistics, 
or the movements in equities in other countries over the same 
period. Consider first the comparisons overleaf of equity 
share values in twelve leading democratic, capitalist countries 
in 1937 and January, 1951. 

There are two causes for comment here. First, that the 
tise in British industrial share values over a thirteen year period 
of rapid inflation should have been limited to a mere 14 per 
cent. Secondly, that British industrial equity shareholders 
should have the melancholy distinction of owning the least 
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profitable shares in the world of capitalism today. It is indeed 
impossible to escape the conclusion that the industrial equity 
in this country has been robbed of virtually all its “ natural” 
characteristics over the period under review. 


INDUSTRIAL SHARE VALUES AT JANUARY, 1951, IN VARIOUS COUNTRIES 
(Average for 1937 = 100) 


January, 1951 
United Kingdom oe 6 114 
Canada .. “ RA -“ 127 (Dec., 1950) 
Ireland .. oe as we 133 
Denmark .. a +s a“ 140 
Belgium .. - as “ 142 (Dec., 1950) 
New Zealand... - i 145 (Nov., 1950) 
Switzerland ee ae ~ 151 (Dec., 1950) 
is * Se Aa os - 155 
Norway .. ae ae me 168 
Sweden .. a or _ 186 
Holland .. ea “a ws 195 
Australia .. oe ie “= 222 (Nov., 1950) 


(Source: International Financial Statistics, published by the 
International Monetary Fund.) 


_ To achieve comparison with other internal statistics, it 
is necessary to switch the “‘ base” to 1938, that year which for 


some obscure reason is enshrined in every British statistician’s ' 


heart as the last “ normal” pre-war year. Taking the average 
of 1938 as equalling 100, we find that the London & Cambridge 
Economic Service’s index of industrial ordinary shares was at 
the end of 1950 standing 39 per cent. above the average for 
1938. The latter year was a bad year for the Stock Exchange, 


which fact explains the discrepancy between the 39 per cent. - 


appreciation taking 1938 as a base as compared with the 14 per 
cent. appreciation over 1937. The comparisons opposite are 
instructive. 

On these figures, the equity investor in the United 
Kingdom can certainly claim to be “ the forgotten man” in 
the economy. It is not, as the table shows, that his gross 
profits have failed to respond to inflationary stimuli in the 
orthodox fashion. The trouble is that so little of the increase 
in gross profits has been allowed to filter through to the owner 
of the equity in the form of dividends. The National Income 
White Paper, from which the first five sets of figures in 


the table are taken, does not, unfortunately, differentiate | 


between companies and public enterprises in its estimates of 
provision for taxes. The combined provision is, however, up 
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from £87 millions in 1938 to £699 millions in 1949, of which it 
would seem that some go per cent. related in the latter year to 
companies. It is this increase, coupled with the increase from 
£170 millions to, say, £500 millions, in the amounts placed to 
free reserves by companies, that has resulted in the meagre 
increase in dividends, an increase which has certainly left the 
equity shareholder well behind in the redistribution of income 
which has been such a feature of our economy during the 
period under review. 








1938 Latest Rise 

| % 

U.K. National Income 1 ae -- | 4,638 10,226 (1949) | 120 

Wages ({mn.) . .. | 1,735 4,280 (1949) | 147 

Salaries ({mn.). . 1,110 2,250 (1949) 103 

Trading profits of companies (£mn. es 543 1,590 (1949) 193 
Dividends and interest paid by com- 

panies (£{mn.) ; .| 546 710 (1949) 30 

Cost of Living Index 1 ‘ 100 186 (Dec., 1950) | 86 
Wholesale Prices (General Board of | 

Trade Index).. 100 295 (Jan.,1951) | 195 





Industrial Share Prices dues & C.E. S. 
Index). . ° 100 139 (Dec., 1950) | 39 


1 National Income White Papers and Interim Index of Retail Prices (London & 
Cambridge Economic Service's calculations). 

In part, the substantial additions to companies’ free 
reserves—they aggregated approximately £1,900 millions in the 
four years 1946-49—have doubtless sprung from a desire to 
attempt to minimize the loss of real capital enforced by our 
present level of company taxation in an inflationary age. In part, 
however, they certainly reflect the dividend limitation arm of 
the policy for restraining increases in personal incomes 
instituted by Sir Stafford Cripps in February, 1948. That 
policy has been crumbling fast in recent months. But it was 
extremely effective—and not least where dividends were 
concerned—throughout the last three quarters of 1948, the 
whole of 1949, and at least the first half of 1950. The 1949 
figure of £710 millions for dividends and interest paid by 
companies, reproduced above, actually represented a decline 
of £5 millions on the 1948 total and one of £35 millions on 
the 1947 figure. Small wonder, then, with a rising interest 
rate pushing up from below the investor’s conception of a 

“reasonable return,” and with dividend limitation imposing 
its restraint from above, the rise in ordinary share values 
Should have been so modest. 

The whole of the foregoing comment on price movements 
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in the London Stock Exchange before and after the War is 
epitomized in the accompanying graphs. The first shows the 
trend of the Investors’ Chronicle Industrial and Gilt-edged 
indices since 1924 (December 31,1923=100). The second charts 
the yield averages compiled by the Actuaries’ Investment Index, 
depicting the yields on 2} per cent. Consols, and groups of 
representative debenture stocks, preference shares and ordinary 
shares. Since yields are the function wholly of prices in the 
case of fixed interest stocks and partly so in the case of ordinary 
shares, the movements in the two charts are largely 


complementary. Both charts demonstrate clearly how the | 


violence of the swings of the market cycle has been modified, 


—— 
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Industrial ordinary yields rose to nearly 8 per cent, in 1931 
and to a full 9 per cent. in 1940. Both figures were to a large 
extent illusory, since ordinary share dividends subsequently 
fell sharply (more so after 1931 than after 1940). At the lowest 
point of the 1947-49 bear market, industrial ordinary share 

ields were under 6 per cent. Violent discrepancies between 

th capital values in gilt-edged and industrial securities and 
between the yields on the two types are also, on the evidence of 
the charts, a thing of the past. In 1931, industrials returned 
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at one point approximately 3} per cent. more than gilt-edged. 
In a little over two years, they were selling on the same yield 
basis as gilt-edged. In the panic months of 1940, the “* spread ”’ 
widened to approximately 5} per cent. From the beginning 
of 1943 to date, however, the yield relationship has remained 
remarkably constant (although, of course, from 1943 to the 
end of 1946 capital values of ordinary shares were rising fast). 
The widest spread in yields over this period was that of 2} 
per cent. in the period immediately before devaluation. In 
recent months, however, the yield pattern has shown signs of 
returning to the classic differential of approximately 14 per 
cent. between the return on irredeemable gilt-edged and the 
average yield on leading industrial ordinary shares, although 
the yield chart shows how seldom, in fact, this classic norm 
obtained before the War. 

So much for the over-all market pattern. Before leaving 
this general question of Stock Exchange prices, however, it 
may be instructive to see what has been happening to values in 
recent years in individual groups of equities. In the following 
table, various sub-indices of the Investors’ Chronicle Monthly 
Securities Indices as at 22nd February, 1951, are expressed as 
percentages of the levels ruling on 28th December, 1937 (taken 
as a reasonably representative pre-war datum line) and 25th 
May, 1945 (just after VE day) : 


(Values on Dec. 28, 1937 May 25, 1945 
Feb. 22, 1951) =100 =100 
Aviation vie ne * 156 
Banks ‘a s ae 90 88 
Breweries .. os “a 102 84 
Building Materials .. ~ * 88 
Chemicals .. i oa 124 109 
Cotton and wool textiles .. 229 114 
Electrical equipment oe . 105 
Food and tobacco .. ae * 89 
Insurance .. = - 112 117 
Motors oa sa ia * 113 
Newspapers .. ae va 176 130 
Provisions .. is on * 81 
Retail stores oa zs * 125 
Shipping .. a a 298 153 
Silk and Rayon textiles .. 188 95 
Gold Mining a on 64 89 
Copper, lead and zinc .. * 246 
Land i“ “a ae 234 167 
GE ss es — x 122 115 
Rubber ee os ii 85 99 
yee oe se oa 111 101 
Tin Mining .. << 112 156 


* 1937 indices not available. 
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Of the comparisons with 1937, the most striking are the 
rises shown in two industries operating in depressed and 
difficult conditions in the inter-war years—shipping and cotton 
and wool textiles. Also noteworthy is the substantial apprecia- 
tion shown in two industries—rayon and newspapers—marked 
before the War by intense competition and “ price-wars,” but 
which have since either reconciled their differences or had them 
removed by changes in conditions beyond their control. Of the 
shares with a classic reputation as hedges against inflation, those 
in companies concerned with land development have lived up to 
that reputation ; but gold shares have signally failed to do so. 
In fact, the latter, caught between a fixed price for gold and 
rising wage and raw material costs, have fared worst of any of 
the equity groups under examination. Movements since the 
end of the War in Europe reflect the dissipation of the bright 
hopes the world entertained in May, 1945. The big rises in the 
base metal indices are the result, of course, of rearmament and 
stockpiling; they have been scored, in the main, since 
devaluation and the Korean war. Few observers in May, 1945, 
would have cared to predict the advance in the aircraft share 
index ; and but for Korea, the shipping index would have told 
a different story. On the reverse side of the medal are the 
moderate performances of building material shares and the 
food and tobacco and provision groups. Strangest movement 
of all, surely, is that shown by rubber shares. In May, 1945, the 
estates of Malaya and Indonesia were still in enemy occupation ; 
in February, 1951, the commodity was selling at three times its 
level in 1945. Yet February, 1951, prices for the shares were 
slightly lower than those of May, 1945. 

In general, then, the picture of the London Stock 
Exchange in the post-war years is a picture of a market in which 
“ safety-first ” stocks have come to predominate in volume and 
in which the ordinary share has declined, absolutely in status 
and relatively in value. Neither development need cause any 
surprise. The reasons for the first are obvious, and it may be 
that the passage of time and the activities of the new issue 
market, plus possibly denationalization of certain state-owned 
industries, will restore the proportion of securities representing 
the private sector of the economy to something approaching 
the pre-war level. The reasons for the decline of the equity, 
however, are more deep-seated, and it may be more difficult in 
this case to reverse recent trends. Taxation of company profits 
—in large measure taxation of profits belonging to the equity 
shareholder—has reached heights unequalled in times of peace. 
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Today, income tax and profits tax together absorb on the 
average approximately 53-54 per cent. of all profits subject to 
taxation. In 1938, the comparable figure was just over 30 per 
cent. Profits tax, although charged on preference dividends, is 
not paid by preference shareholders ; its entire burden falls on 
the equity. For this reason, much industrial financing that 
would have been done by the issue of preference or ordinary 
shares has taken the form of debentures or short to medium 
term loan stocks. Even if the price and dividend performance 
of ordinary shares over the last fifteen years had been such as 
to provide positive inducement to investors to provide risk 
capital, taxation of personal incomes has reached such heights 
that there can be little new personal savings, apart from those 
achieved through institutions, available for speculative projects ; 
and the institutional investor’s réle, although these investors 
are now the mainstay of the market, must be limited by the 
reservations investors such as insurance companies are bound 
to make as to the element of risk they are allowed to carry. 

It is fair to say that the consensus of economic opinion in 
this country up to the outbreak of the war in Korea held that, 
over-all, the war-time lag and losses in industrial investment 
in the United Kingdom had just about been made good. That 
verdict was, however, subject to the qualification that the public 
sector of the economy had received more than its fair share of 
the new capital and the private sector less. Since the massive 
rise in prices which the Korean war engendered it may be 
doubted whether our real capital has been maintained, even 
taking the position as a whole. Significantly enough, however, 
the Stock Exchange, remembering the haste with which profits 
tax was stepped up in September, 1949, to “‘ take the profit 
out of devaluation,” recalling the once-for-all special contribu- 
tion on investment income of 1948, the doubling of the stamp 
duty, dividend limitation and the other anti-capital measures of 
recent years, awaits the coming Budget with no hope and some 
apprehension. That Budget would certainly be considered a 
“good Budget”’ if it left the tax on distributed and undis- 
tributed profits where it is, and if it avoided statutory dividend 
limitation, a capital gains tax or some new form of capital levy. 
Your capitalist, and in particular your equity shareholder, has 
few illusions about his status in the modern economy. How 
long that economy can prosper with the equity shareholder 
treated thus, the future alone can tell. 

HAROLD WINCOTT. 


London, March, 1951. 
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Statistics: Explanatory Notes 


A—Russia and the West.—Some salient comparisons between the U.S.S.R. 
and Eastern Europe, on the one hand, and Western Europe and the U.S.A., on the 
other, are depicted in the charts on page 59. In population, Western Europe in 
1949 exceeded Russia and Eastern Europe together whilst including the U.S.A. 
the numbers in the West were over one and a half times those in the Soviet bloc. 
In the three vital raw materials of coal, steel and oil, the West also had a marked 
superiority. 


B—The Budget Accounts.—The first three charts show the position to the end 
of February, 1951. By March 31st the over-all surplus totalled £247 millions, against 
£62 millions in 1949/50. As will be seen from the second and third charts, this 
improvement was mainly due to expenditure running at a somewhat lower level 
than in 1949/50, probably due largely to the running down of stocks. 


C—Income Tax.—In 1949/50, less than half of total gross income was subject 
to taxation but of this 34 per cent. was actually taken by taxation compared with 
22 per cent. in 1938/9 (first chart, page 61). From the second chart it will be seen 
that the average rate of tax for each pound of “ actual income ” (gross income less 
exemptions and depreciation) amounted to just over 3/— in 1949/50, against 4/3 at 
the end of the War and 2/— in 1938/9. If all taxation is considered, however, both 
direct and indirect, then in 1949/50 an average of 8/— in every pound of private 
income was taken by Central and Local Government—approximately the same 
level as at the peak of war-time expenditure in 1944/5. 


The last two charts show that, although the total income of those subject to 
P.A.Y.E. rose by £1,900 millions between 1945/6 and 1948/9, the tax deducted in 
fact declined by £150 millions—or from 14 per cent. to 7 per cent. of all income. 
If in 1948/9 the same percentage had been deducted as in 1945/6 the tax collected 
would have amounted to £867 millions, instead of £440 millions. 


D—Raw Material Stocks.—Stocks of practically all the raw materials covered 
in the charts on page 62 declined during 1950, in some cases appreciably. As a 
result of the increase in home consumption coal stocks at the end of the year were 
over 2 million tons less than at end-1949, despite drastically reduced exports. In the 
steel industry, despite the high level of industrial production, stocks were built up 
during 1948, 1949 and the first half of 1950. In the latter part of the year, however, 
raw material difficulties led to a decline—between August and January stocks of 
pig iron and scrap together fell by more than 500,000 tons. Newsprint stocks, after 
remaining fairly stable over 1949, fell almost continuously last year and in December 
were 38 per cent. less than twelve months previously. Sulphur is in particularly 
short supply and the introduction of an allocation scheme may become unavoidable. 


E—Purchasing Power.—By 1950 the value of the pound had fallen by 47 per 
cent. since 1938, against a decline of 41 per cent. for the dollar. In other words, 
taking 1938 as equal to £1 and $1 respectively, the pound last year was worth 10s. 7d. 
on an average whilst the dollar was worth 59 cents. If, however, the standard of 
comparison is not 1938 but 1941—the year in which the U.S.A. entered the War— 
then the position becomes relatively more favourable to this country. On this 
basis, the pound in 1950 was worth 13s. 9d. (a fall of 31 per cent.) compared with 
61 cents. for the dollar (a fall of 39 per cent.). 


The second chart shows that in the U.K., allowing for the rise in prices, personal 
income per head in 1949, after payment of direct taxes, was no higher than it was 
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in 1938. In America, in contrast, there had been an increase in real purchasing 
power per head of approximately 50 per cent. 


F—Consumers’ Expenditure.—An attempt is made in the charts on page 64 to 
show the changes since 1938 in the volume of consumers’ expenditure on certain 
categories of goods. These changes have been calculated, for any one category, by 
revaluing at 1938 prices actual expenditure over the period shown and expressing 
the result as a percentage of 1938. The charts thus show, in effect, what the goods 
bought would have cost if prices had remained unchanged since 1938. No account 
has been taken of any changes in quality, shortages, rationing or other restrictions 
on freedom on choice, compared with 1938, nor of the increase in population. 
Subject to these reservations it will be seen, for example, that the total “* volume ” 
of food bought in 1949 and 1950 was slightly above the pre-war level—although 
the amount of meat, bacon, etc., was still 15 per cent. less, whilst consumption of 
other foods was 25 per cent. greater. The quantity of household goods purchased 
is still below the 1938 level, but “‘ consumption” of entertainment is over 50 per 
cent. higher. 


G—The Standard of Living.—Some international comparisons of living 
standards are shown in the charts on page 65. In this country in 1948, the average 
consumption of meat per head had fallen to less than 1} Ibs. a week, from approxi- 
mately 24 Ibs. before the War (no allowance is made for the weight of bone included 
in these figures). In the U.S.A., in contrast, there had been an increase over the 
period whilst in the Argentine consumption had risen by 1948 to over 44 Ibs. per 
week. In the U.S. in 1949 there was an average of just over four persons to a car, 
compared with 23 persons in this country, whilst there was one radio set for every 
two people, against one for about every four people over here. 


H—Wages.—For the whole of 1950, pay increases raised the national wage-bill 
by just over £100 millions, or by about £2 millions per week. This compares with 
an increase of £1-1 million per week in 1949. As the first chart on page 66 brings 
out, however, it was only towards the end of last year that the policy of wage- 
restraint appears to have broken down—increases in the first ten months of the year 
were, in fact, less than in the same period of 1949. But in November wages rose 
by over £1 million a week, due mainly to increases in the engineering and allied 
industries, and in December there was another appreciable rise. Well over half 
of the total increase for 1950 took place, therefore, in the last two months of the 


year. 


I—U.K. Overseas Trade.—The marked improvement in our external position 
during 1950 is evident from the charts on page 67. Exports continued to expand 
and, for the year as a whole, the excess of imports was reduced to £348 millions 
from £430 millions in 1949. In terms of volume (second chart) exports last year 
were 16 per cent. greater than in 1949 and 62 per cent. above the 1947 level. 
Unfortunately, import prices have been rising more rapidly than the prices of our 
exports. Whether the buoyancy in our sales abroad can be maintained this year, 
moreover, seems rather doubtful. In 1950, metals and engineering products together 
accounted for about half of the total value ‘of exports but it is in just these industries 
that the main impact of rearmament will be felt. 


One of the most striking features of 1950 was the continued decline of our 
import surplus in trade with North America, mainly due to a fall in imports. Our 
sales in the U.S.A. and Canada continue to expand, however, and in dollar value in 
the last quarter of 1950 were at a rate of 54 per cent. above the 1948 average. 


J—U.S.A. Trends.—Some of the more important trends in the American 
economy are depicted in the charts on page 68. With the steady increase in 
industrial production, unemployment declined almost every month during 1950 
and by December had fallen to 3-6 per cent. of the civilian labour force, against an 
average of 5-5 per cent. in 1949. After a modest dip during 1949, wholesale prices 
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started to rise again at the beginning of 1950, followed by a sharp jump in the last 
half of the year—between June and December there was an increase of 11 per 
cent. One of the most striking recent developments has been the virtual elimination 
of the American export surplus; in August and October last year, and again in | 
January this year, imports exceeded exports in U.S. trade with the rest of the | 
world. Taking the American balance of payments as a whole, including invisible | 
items, there was still a net surplus of $71 millions in the third quarter of 1950— 
the result of a surplus of $250 millions with Europe combined with a deficit of $179 
millions in transactions with the rest of the world. 

The last chart shows the enormous rise in Government expenditure planned 
for the fiscal year July, 1951-June, 1952. Defence expenditures alone, at $41,000 
millions, are not far short of total estimated expenditure for 1950/1. 


K—Securities.—The first chart on page 69 compares the yield on 24 per cent. 


Consols over the past three years with the return on long-term Government bonds 


in three other countries. In the U.K., 1950 was marked by a relative stability, | 
following the sharp rise that took place in the three months prior to devaluation in 


1949, In the U.S.A. there was even less movement. In France and Switzerland, 
in contrast, there was a definite upward trend. The sharp fall in the yield on French 


3 per cent. irredeemable bonds at the beginning of 1949 was associated with special | 


conversion facilities into the new 5 per cent. bond issued in January of that year. 
As regards industrial shares, 1950 saw (except in the case of France) a general 
upward movement in prices, which was particularly marked in the U.S.A. Apart 


from a set-back in July—following the Korean outbreak—American prices rose | 


continuously and by December had advanced 26 points over the year. 


L—E.P.U.—The diagrams on page 70 show the cumulative positions of the 
members of the Union on 28th February, at the end of the first eight months’ 
operation of the scheme. At the beginning, certain countries considered likely to be 


persistent debtors with E.P.U. were granted initial credits of varying amounts | 


whilst others, prospective creditor countries, accepted “ initial debit positions ” or, 
in other words, extended initial credits to the Union. The sterling area, for example, 
accepted an initial debit position of 150 million “ units ” which was, in fact, com- 


pletely worked off by the end of October, 1950. For the rest, our net surplus has been | 


mainly covered by further credit to E.P.U. and by the receipt of gold worth £32 
millions. The position to the end of February may be summarized as follows : 


In million 
£m units of account 
Sterling area net surplus .. 221-3 619-6 
Settled by members aes on sterling 
balances es 28-7 80-3 
192-6 539-3 
Initial debit position worked off, i.e., 
initial credit extended toE.P.U. .. 53-6 150-0 first chart. 
139-0 389-3 
Credit extended to E.P.U. - -- 107-4 300-7 second chart. 
Gold received from E.P.U. a s Rs 88-6 third chart. 


1 unit of account = 1 U.S. dollar. 


Germany, in contrast, has run up a considerable deficit with E.P.U. Her 
borrowing facilities with the Union were exhausted by the end of November and 
of an additional credit of 120 million units of account, more than 91 millions had 
been used by the end of February. 
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RUSSIA AND THE WEST 
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